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Institute News and Notes 


Pressure on journal space has become increasingly great each 
month since the joint journal was established, and unavoidable 
delays have occurred in the publication of several interesting 
articles and lectures of permanent value. This has been partly due 
to the necessity for publishing each month news and notes, relating 
to the activities of the three Institutes and the Students’ Societies, 
which were of topical interest only. 

With a view to overcoming this difficulty, and at the same time 
of making the main body of the journal a record of a permanent 
nature, it has been decided that, commencing with this issue, 
Institute and Students’ Society notes will appear in a Supplement. 
In this way, it will be possible to reserve a monthly average of 
80 pages entirely for matter of permanent value, and at the same 
time, if necessary, to increase, in the Supplement, the space avail- 
able for the monthly record of matters of temporary interest only. 
We trust that none of our readers will be inconvenienced by the 
change of form. 


The National Debt Sinking Fund 


The National Debt Commission, which has just issued its 
thirteenth annual report, was constituted by the National Debt 
Sinking Fund Act 1923, which came into operation in August of 
that year. In 1928, in pursuance of the Financial Agreement 
between the Commonwealth and the States, it assumed control of 
the State Sinking Funds, in addition to its control of the Sinking 
Fund in respect of the Commonwealth Debt. 

As regards the Commonwealth Debt, contributions are made 
by the Commonwealth from consolidated revenue at rates sufficient 
to redeem the loans for postal, telegraph and telephone purposes 
existing at June 30, 1923, in a period of 30 years, and to redeem 
the net debt in respect of ioans for other purposes, existing at that 
date, in a period of 50 years. In respect of new loans raised after 
July 1, 1923, similar contributions from consolidated revenue are 
made. Other accretions to the Sinking Fund are received from 
various sources, the most important of which is one-half of the 
net profits of the Commonwealth Bank and the Commonwealth 
Savings Bank. 

In respect of the States’ Debts, contributions are made from 
consolidated revenue at the annual rate of 7/6 per centum (Com- 
monwealth 2/6, State 5/-) of the net public debts of the States 
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at June 30, 1927, and at the rate of 10/- per centum (Common- 
wealth 5/-, State 5/-) of loans raised since that date. These 
contributions are to continue for 58 years in the case of debts 
existing at June 30, 1927, and 53 years from the date of raising 
of the loan in the case of loans since that date. 

Both Commonwealth and State Sinking Funds are applied by 
the Commission primarily in repurchasing or redeeming securities, 
which are then cancelled. Interest is, however, still payable to the 
Commission (so as to preserve the sinking fund nature of the 
contributions) on these cancelled securities at the rates of 5% 
on Commonwealth securities and 44% on State securities. These 
rates, it will be noticed, are in excess of the average rates payable 
on the securities which have not yet been redeemed. Redemptions 
by the Commission to June 30, 1936, have amounted to approxi- 
mately £85,000,000. 

When the Financial Agreement between the Commonwealth 
and the States was effected in 1928, the plan for redemption of 
the public debts of the Commonwealth and the States within the 
relatively short period of 58 years was hailed generally as a con- 
structive effort at stopping, and indeed reversing, the rapid growth 
in the public debt, which had by that time risen to what was 
regarded as an alarming figure. 

There were, however, some critics who questioned the practica- 
bility or the wisdom of the proposals, holding that the plan was 
too ambitious for a young country whose development naturally 
required increasing capital investments in social equipment, and 
that the ability of Australia to make the contemplated contribu- 
tions from consolidated revenues would involve undue hardship 
on taxpayers should any considerable recession take place in the 
export price levels at the date of the agreement. These views were 
expressed, for example, in an editorial in the Commonwealth 
Journal of Accountancy of May, 1928. Subsequent events have 
unfortunately shown that these fears were only too well grounded, 
and we have passed through a stage in which, at least so far as 
the contributions by the States are concerned, the contributions 
have been made in part, not from revenue, but from deficits 
financed by further borrowings. 

It is becoming clear, also, that the contributions to the Sinking 
Fund must be regarded as covering not only the redemption of 
loans, but also necessary replacements of perishable assets on which 
certain of the State instrumentalities are unable to provide adequate 
depreciation out of their gross revenue. In other words, when 
a capital asset needs replacement, it can be replaced, in many 
instances, only by the raising of a new loan, the tacit assumption 
being that the contributions to the Sinking Fund have resulted in 
redemption of at least so much of the loan out of which the original 
asset was provided. 

The Auditor-General for Victoria, Mr. J. A. Norris, draws 
attention, in his report for the year ended June 30, 1936, to the 
fact that the combined public debt of the Commonwealth and 
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the States has grown from £968,257,000 at June 30, 1925, to 
£1,242,115,000 at June 30, 1936, after deducting the payments to 
the National Debt Sinking Fund. The rate of increase gives little 
sign of diminution, and in these circumstances any expectations 
that the National Debt Sinking Fund and the restrictive influence 
of the Loan Council would result in a rapid scaling down of the 
public debt and thus of the annual contributions seem doomed to 
disappointment. Indeed, in Mr. Norris’s words, so far as Victoria 
is concerned—and in this respect, Victorian experience is typical 
of that of the States generally—‘“Victoria’s contribution in 1935-36 
is practically twice the amount contributed in 1927-28. It may not 
be expected that it will increase at the rate of 100% every ten years, 
out it will accumulate and become an embarrassing annual commit- 
ment before the State gets relief in about the year 1980.” 

The fault, of course, does not lie in the principle of the Sinking 
Fund. It lies partly in what Mr. Norris calls a “weakness in the 
control over the expenditures of borrowed moneys,” and partly 
in the absence of reliable information or means of obtaining infor- 
mation. To what extent are the contributions merely a substitute 
for necessary depreciation provisions and to what extent do they 
represent redemption of debt which is not represented by produc- 
tive assets? Those are the questions which should be answered 
before final judgment can be passed on the efficacy of the plan 
embodied in the 1928 Agreement. 

The answer to the questions will not be easy; they provide 
interesting and difficult problems in accountancy; and there is 
reason to believe that the Treasury officials would welcome any 
assistance that can be given by accountants towards the solution 
of those problems. Meanwhile, the net result of the Sinking Fund 
operations and the new borrowings must remain in some measure 
a matter of conjecture. It is interesting to note, however, that 
such a clear-sighted observer as Mr. Norris holds the view “that 
the scheme was more ideal than practical; that a scheme which 
provided for the liquidation of the uneconomic debt and for 
adequate protection of the economic debt would be a sounder and 
more practical scheme.” 





The Profession of Accounting 


Twenty-five Years of Accounting Responsibility: 1911-1936. By 
George O. May. Edited by B. C. Hunt. (American Institute 
Publishing Co. Inc.), New York, 1936. Pp. 421. Published 
price $3.00. 

Various essays and discussions by Mr. George O. May were 
gathered and published privately by his associates to commemorate 
his completion of twenty-five years as their senior partner in the 
firm of Price, Waterhouse and Co. They have now been published 
for general circulation by American Institute Publishing Co., which 
describes the compilation as “a vital contribution to the literature 
of accountancy” and as one which “reflects the developments 
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during one of the most important epochs in the history of profes- 
sional accountancy.” 

Literature is one of those words which have almost lost their 
original meaning through misuse, but in this instance, at least, the 
word is correctly applied. In spite of the tremendous output of 
books on accountancy topics in recent years the works which can 
legitimately be described as vital contributions to the literature 
of accountancy are still few and far between. One criterion by 
which the quality of an accountancy work might be judged is the 
influence which it has exerted or is likely to exert on the develop- 
ment and status of the profession. In that sense, probably the 
first contribution to the literature of accountancy was the first 
edition of Professor Dicksee’s Auditing. How few there have 
been since. One hazards the view that they could easily be num- 
bered on one’s fingers. But there is hope for the future. Professor 
A. C. Littleton’s Accounting Evolution to 1900, published two or 
three years ago, was definitely in the line of succession. Now we are 
indebted to the same publishers for this remarkable collection of 
the views and opinions of a recognized leader of the profession— 
upon a variety of questions, all of which are pertinent to the central 
problems of accountancy wherever it is practised. 

Mr. May’s position in one of the great accountancy firms of 
the world is assurance of his authority to speak for the profession, 
and though the contents of the book are described as expressions 
of his personal views and opinions, few accountants—if any—but 
will be proud to say: “Here speaks a member of our profession.” 

Especially is this true of those sections which deal with the 
profession of accountancy, its place amongst the professions, its 
contacts with other professions and the business community, and 
the true interpretation of the scope and functions of accountancy. 
Doubtless there are many in this community who still question 
the right of accountancy to be included amongst the professions. 
Mr. May has no such doubts, and his reasons are interesting : 

“The high-minded accountant who undertakes to practice in this 
field (investigations for flotation purposes) assumes high ethical obli- 
gations, and it is the assumption of such obligations that makes what 
might otherwise be a business, a profession. Of all the group of pro- 
fessions which are closely allied with business, there is none in which 
the practitidner is under a greater ethical obligation to persons who are 
not his immediate clients ; and it is for this reason that I believe account- 
ing ought, and can be made, to take an outstanding position in this group.” 

Though it may seem ungrateful to the editor and publishers, 
towards whom we are far from feeling ungrateful, we are con- 
strained to say that the title selected for the book is its least satis- 
fying feature. Here, assuredly, is a book that must be read by every 
accountant who wants to keep abreast of changing conditions in 
the world of business and to realise the nature of the resultant 
reactions upon the philosophy and practice of accountancy. The 
title is so inadequately descriptive of the contents that it seems 
scarcely calculated to produce the effect on the minds of busy men 
that this is a book which they cannot afford to pass by. 
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We make this suggestion to our readers. Let each one make a 
casual inspection of the contents as set out in the chapter headings. 
Let him select one chapter, almost at random, and read it. Having 
done that, we firmly believe that he will not be satisfied until he 
has read the whole 421 pages. Ethics (“which should be practised 
rather than preached”), certificates and reports, the relationship 
between large and small accountancy firms, the nature of accoun- 
tants’ responsibilities, depreciation, goodwill, share valuations, the 
responsibility of the accountant for stock valuations, taxation 
theory and practice, the form and content of published accounts 
are all discussed with insight, clarity and—when necessary—with 
vigour. This is not a text-book, but it is infinitely more absorb- 
ing and informative than any text-book: it is not a complete 
philosophy of accountancy, but it is eloquent of the fact that 
its author has developed a philosophy, and that each of us must 
do likewise if he is to touch the higher ranges of accountancy: it 
is neither entirely theory nor entirely practice, but that happy 
commingling of the two which is the fundamental basis of all 
useful work. 

We are tempted to quote from almost every chapter some stimu- 
lating or provocative thought, but to quote all that we should like 
would take up the whole of one issue at least of this journal. We 
must content ourselves with a sparse selection of the good things, 
and because of their relevance to an important controversial ques- 
tion of the day in Australia, we select in particular some of the 
author’s apt comments on the desirability of informative accounts. 

A measure of opposition has been aroused by the provision in 
the Victorian Companies Bill that holding companies shall publish 
consolidated balance sheets and profit and loss accounts, on the 
ground that this provision goes further than the existing English 
law. Mr. May says, on this question, in a letter addressed to the 
President of The Institute of Chartered Accountants of England 
and Wales: “The present English law on the subject seems scarcely 
worth the paper on which it is written.” 

Opponents of another section of the Bill, which provides that 
profit and loss accounts shall show the “true” balance of profit 
for the period have questioned the practicability of defining what 
are “true” accounts, incidentally ignoring the fact that company 
secretaries are, under the existing law, required to swear that a 
balance sheet is “true” and correct. Mr. May supplies the definition : 

“Truth in accounts is not a simple matter of fact and statement—accounts 
are true if they result from the application to the relevant facts of honest 
judgment and reasonable accounting principles. The question that should 
really be put to the accountant is not whether the balance sheet is true, but 
whether it is fair—fair in the accounting principles on which it is based; 
fair in the way in which those principles are applied to the facts; and fair 
in the way in which the results are presented. These are matters of opinion.” 

One theme which runs through the whole of Mr. May’s treatment 
of accounting responsibilities is this insistence upon accounting 
statements as being expressions of opinion and not statements of 
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facts. This insistence leads him naturally to the view that the 
document, signed by accountants, which is appended to balance 
sheets, should be described as a report, and not as a certificate, as 
it is often loosely termed in Australia. 

Some accountants, business men and members of other pro- 
fessions in Australia have been tardy in recognising the increasing 
relative importance of the profit and loss account, and the conse- 
quent need for careful consideration of the extent and kind of 
disclosure of results of operations that should be made by com- 
panies in their annual accounts. Mr. May believes—thus giving 
unconscious but welcome support to Victorian accountants who 
have for some months been stressing similar principles—that “many 
of the objections to fuller disclosure are based on unsubstantial 
grounds and would be cleared up by frank discussion.” In par- 
ticular he favours the separate statement of (a) operating income; 
(b) depreciation and/or depletion if not deducted in arriving at 
(a), in which case the amount of the deduction should be shown; 
(c) income from companies controlled but not consolidated (indi- 
cating the nature thereof); (d) other recurring income; (e) any 
extraordinary credits; (f) charges for interest; (g) income taxes ; 
and (h) any extraordinary charges. 

There is much misunderstanding, also, amongst business and 
professional men of the nature of an auditor’s responsibilities. 
Recently a representative of an important Australian organisation 
expressed the view that an auditor’s responsibility was to “check 
the officers of the concern and see that they did not misapply the 
funds.” When this view was challenged, he said: “Well, if you 
don’t do that, what are you there for, and how do you justify the 
fees you charge?” Again, Mr. May puts his finger on the impor- 
tant point, in a letter, written as Chairman of the American Insti- 
tute of Accountants’ special Committee on Co-operation with Stock 
Exchanges, to the Committee on Stock List of the New York 
Stock Exchange: 

“While agreeing with your committee that in the case of large companies 
the safeguarding of transactions of corporations is primarily a matter of 
internal organisation, we should like to make it clear that we fully appreciate 
the value of the detailed audit in appropriate cases. Where the internal 
check and control are necessarily limited or severely restricted, the detailed 
audit serves a most useful purpose, though no audit should be regarded as 
taking the place of sound measures of internal check and control, except 
in cases where the organisation ts so small as to make adequate internal 
check impracticable.” (The italics are ours.—Ed., Aust. Acct.) 

Upon reflection, we think that, important as it is that accountants 
in Australia should read the book, it is even more desirable that 
those sections which relate to accounts and the position of the 
accountant in respect thereto should be read by those whose interests 
touch directly or indirectly those of the accountant. 

If any book can produce a better understanding amongst business 
men and lawyers of the responsibilities which it is proper to lay 
upon accountants, and the current misconceptions of the nature 
of the accountant’s function, this book can surely do it. It is fitting 
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that we should close this imperfect attempt to do justice to a great 
book with two extracts of particular interest to accountants, bear- 
ing upon the practice of their profession. 

In a letter to all United States and Canadian offices of his firm 
in 1933, Mr. May showed his full recognition and acceptance of 
the responsibility to the profession which is the privilege and duty 
of the large firm in these words: 

“In our view, the profession stands to-day at a critical moment in its 
history, and on the way in which it discharges the responsibilities placed 
— it within the next year or two will depend to a very large extent its 
uture. 

“Holding these views, and realising as we do the responsibilities which 
attach to the position our firm holds in the profession, we wish to impress 
on all offices the importance of insisting on sound methods of accounting 
and presentation of facts, however difficult the circumstances may be and 
however important may be the client with whom the questions are raised. 
We are perfectly satisfied to sacrifice present business and profits to main- 
tain the position of the firm and discharge our obligations to the profession, 
and have no doubt that such a policy will also prove ultimately the most 
profitable.” 

In an address in May, 1929, he discussed another aspect of the 
responsibility of the large firm, when, after deploring the tendency 
for the displacement of local auditors of small concerns as a result 
of mergers and consolidations, he went on to say: 


“We have encouraged our clients more than once to retain the local 
accountants where we felt that there was reason to believe that the local 
accountant could render all the service that was required; but I know that, 
nevertheless, we and other national firms must have taken a very considerable 
business from local accounting firms and that the loss of that business to 
the local accounting firms has been far more important to them than its gain 
has been to us. Now, what can we do to compensate? 

. The first and foremost duty of the national firms is to take the 
strongest possible stand on questions of ethics and on questions of principle, 
and.on both these fields to fight the battle of the whole profession. . . .” 





Local Authorities Act (Queensland) 


An amending and consolidating Bill covering Local Authority 
Government in Queensland is now before Parliament in that State. 
Accountants are considerably perturbed at a new provision in the 
Bill making it compulsory for the audit of Local Authority 
Accounts throughout Queensland to be conducted by the Auditor- 
General’s Department. 

The existing Act provides for audits to be conducted by quali- 
fied accountants under licence from a Board appointed for that 
purpose. 

If the proposal becomes law a serious injury will be done to 
many public accountants in Queensland. Meetings of representa- 
tives of the four Accountancy Institutes have been held and repre- 
sentations made in the proper quarters. A deputation consisting 
of Messrs. A. Inglis (Chartered Institute), J. S. McInnes (Com- 
monwealth Institute), E. P. Griffin (A.A.A.), and G. K. Seabrook 
(Federal Institute) will shortly wait on the Home Secretary. 
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Licensed Auditors and Liquidators in South Australia 


For the information of readers who are licensed Auditors or 
Liquidators under the South Australian Companies Act, we publish 
the following : 

A public accountant who is a licensed Auditor and Liquidator 
was required recently to attend before the Companies Auditors’ 
and Liquidators’ Board for the purpose of explaining a number 
of irregularities in his liquidation accounts which had been dis- 
closed and reported to the Registrar by the auditor appointed by 
the Registrar to audit such accounts. We understand that the 
explanations given by the Liquidator to the Board established 
that there was no impropriety on his part but that a definite lack 
of care in keeping of accounts was evident. 

The attention of our readers is drawn to the provisions of Sec- 
tion 371, Subsection (11) of The Companies Act 1934, which 
authorises the Board to cancel the licence of any Auditor or Liqui- 
dator whose conduct or ability is shown to be such that he is not 
a fit and proper person to remain licensed. 

It will be seen, therefore, that it is essential for licensees to 
maintain a high standard in the conduct of their professional duties, 
particularly as we believe that an active interest is being displayed 
by the Board in the transactions of all licensed persons. 





Workers’ Compensation Acts 


The Editor, The Australian Accountant 

Dear Sir,—The comparative statement of Workers’ Compensa- 
tion Acts in Australia and New Zealand compiled by Mr. A. E. 
Parkes and published in the August issue is very interesting and 
informative. 

There are, however, one or two slight inaccuracies therein 
regarding the law in Tasmania. They concern the following 
matters : 

Insurance is compulsory. A regulation under the Act lists the 
insurance companies with which insurance may be effected in order 
that an employer may fulfil his obligations in this regard. The 
Chief Inspector of Factories is empowered to grant permission 
to employers from year to year to carry their own risk on his being 
satisfied of their financial standing and ability to meet their obliga- 
tions under the Act. 

Total Liability of Employer—tIn addition to paying compensa- 
tion up to £600 the employer is required to pay all reasonable 
hospital and medical expenses including medicines and appliances 
not exceeding a total amount of £25 in each case. 

Industrial Diseases are not covered by the Tasmanian Act. Those 
likely to be incurred in mining and allied industries are dealt with 
under the Workers’ (Occupational Diseases) Relief Fund Act 
which provides for the establishment of a fund contributed on a 
weekly basis by the State, employers and employees. 

Yours truly, 
Hobart, 1/10/36. O. W. HAWKINS, sB.com. 
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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.A. 


I am delighted to inform readers that Mr. H. R. Irving, F.F.1.a., 
A.C..S. (ENG.), has kindly consented to furnish articles in this 
section on amendments to the Sales Tax law and other aspects 
of that tax. His first article appears in this issue. Mr. Irving 
needs no introduction to readers of the journal, as he is one of 
our foremost authorities on this complicated tax, and his contri- 
butions will greatly add to the value of the journal. 


COMMONWEALTH BUDGET, 1936-37 


Welcome reductions in taxation were announced by the Com- 
monwealth Treasurer on September 10, 1936, when presenting 
the Commonwealth Budget for 1936-37—Hansard, No. 16, pp. 34- 
36. The following extract from Mr. Casey’s speech sets out the 
nature and extent of these remissions: 


PRIMAGE 


“Certain remissions of primage duty are proposed which will total 
approximately £170,000 for a full year and approximately £128,000 in the 
current year. 

IncoME Tax 

“The Income Tax Assessment Act 1936 containing the uniform taxation 
provisions, agreed upon by the Commonwealth and the States following 
the inquiry by the Royal Commission on Taxation, was passed during the 
last sitting of Parliament. Uniform income tax legislation has also been 
passed by the Parliaments of New South Wales and Tasmania, and bills 
to a like effect have been introduced into the Parliaments of Victoria, 
Queensland and South Australia. The Government of Western Australia 
has announced its intention to introduce a bill on the subject in the near 
future. 

Wife Allowance 

“In addition to dealing with uniformity in taxation, the 1936 Common- 
wealth Act contains a number of concessions to taxpayers. The most 
important was the introduction into the Act for the first time of a conces- 
sional deduction of £50 for a wife, or in the case of a widower, for a female 
relative caring for his children, where the wife’s or female relative’s personal 
income does not exceed £50. It is estimated that this concession will involve 
a remission of income tax to the extent of £320,000 for a full year. 


Non-residents, Statutory Exemption 
“Concessions have also been granted in the 1936 act to non-residents. The 
most important was the granting to all non-resident individual taxpayers 
of the same statutory exemption as is allowed to residents. This concession 
_ it is estimated, involve a remission of approximately £50,000 for a 
ull year. 
Abolition of Special Property Tax 
“The Government proposes to make reductions of income tax. One of 
the most severe forms of emergency tax imposed in 1930-31 was the special 
property tax. In 1933-34, the rate of this tax was reduced from 10% to 
6%. Last year the rate was reduced to 5%. As stated in my budget speech 
last year, the Government recognized this tax as a severe form of emergency 
taxation from which relief should be given as soon as a reasonable oppor- 
tunity presented itself. The Government considers that the opportunity 
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has now arrived and proposes to abolish the tax, the remission resulting 
thereby being estimated at £1,300,000 for a full year. 


Reduction in Rates of Normal Tax 

“In addition, the Government proposes to reduce the rates of normal 
income tax on individuals by 10%, in respect of both income from personal 
exertion and income from property. This concession will involve a remission 
of approximately £435,000 for a full year. 

“Owing to the fact that all the assessments cannot be issued in sufficient 
time to collect the tax before June 30, and also on account of belated pay- 
ments, the full amount of the foregoing remissions will not be reflected in 
the revenue of the year. 

“Since 1931-32, the only variation in the rates of normal income tax 
was a reduction in 1933-34 of 15% of the rate of tax on income from personal 
exertion.” 

Sates Tax 

“In 1933, the rate of sales tax was reduced from 6% to 5%, whilst from 
year to year the list of exemptions has been extended. As compared with 
the peak period, the total value of the concessions made to date is £3,740,000 
on an annual basis. 

Reduction in Rate of Tax 

“The Government proposes to recommend to the Parliament the provision 
of further relief from sales tax to the amount of £3,000,000 for a full year. 
The rate of tax will be reduced from 5% to 4%, involving a loss of £2,000,000 
per annum, whilst further exemptions to the annual value of £1,000,000 will 
be provided for. The cost of these concessions for the balance of the present 
financial year will be approximately £2,000,000. 


Further Exemptions 


“In the selection of classes of goods for complete or partial exemption 
the Government proposes to follow its established policy of seeking, in the 
first place, to provide for the exemption of goods which are the prime 
necessaries of life. This policy provides the greatest possible relief to those 
least able to bear the burden of the tax. Opportunity has also been taken 
to provide for exemptions which will remove certain anomalies and will 
simplify the administration of the law. 


Aids to Manufacture 

“Among the exemptions will be certain goods generally referred to as 
‘consumable aids to manufacture,’ these being goods which are used up 
or consumed in the process of manufacturing other goods. 

“The reduced rate of tax will apply to all taxable transactions on and 
from to-morrow, September 11. This will mean that sales tax returns for 
transactions in the month of September will be based on the rate of 5% 
for the first ten days of September and 4% for the balance of the month. 

“The full list 6f exemptions will be set out in the amending Bill that will 
be introduced shortly. These exemptions will take effect as from the date of 
assent to the measure.” 





HOW THE REDUCED RATE OF SALES TAX APPLIES 
By H. R. IRVING, F.F.1.A., A.C.LS. (ENG.) 

The rate of Sales Tax has been reduced from 5% to 4%, and 
the reduction is effective as from September 11, 1936. 

The three classes of taxpayers who are directly concerned 
with the reduction are manufacturers, wholesale merchants and 
importers, but the effect on each of these three classes varies some- 
what. 
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MANUFACTURERS 


It is, I think, generally known now that a manufacturer is liable 
for payment of tax when he sells taxable goods by wholesale or 
by retail, unless, of course, the purchaser quotes his certificate. 
But an erroneous belief is still held by many that the Sales Tax 
Acts apply only to “sales.” This is not so, because a manufacturer 
is also liable for payment of tax when he treats his manufactured 
goods as stock for sale by retail, or applies them to his own use. 

The term “treated as stock for sale by retail” is not defined in 
the Acts, but is generally accepted to apply to goods which are 
displayed or otherwise set aside for retail sale in the retail selling 
section of the manufacturer’s business. 

This retail section is usually the showroom or window, or the 
receptacles in which the goods are placed ready for retail sale. 
If the manufacturer sends out his products to agents for sale on 
a commission basis, the taxpayer is then regarded as having treated 
the goods as stock for sale by retail, although comparatively few 
manufacturers realise their liabilities in this latter case. 

The reason why tax is payable when manufactured goods are 
“treated as stock for sale by retail” is that the manufacturing 
retailer will, as far as possible, be placed in the same position, so 
far as payment of Sales Tax is concerned, as the retailer who 
purchases his goods. Thus tax is imposed on the hypothetical sale 
from the manufacturing section to the retail selling section of the 
business. 

If, therefore, a manufacturer has treated his manufactured 
goods as stock for sale by retail prior to September 11, he is liable 
for payment of tax at the rate of 5%, irrespective of the date on 
which or the price at which the goods are sold by retail, or whether 
or not they are ever sold. The tax is, of course, payable only on 
the wholesale selling value of the goods and no additional tax is 
payable when the goods are sold. 

If, however, the manufacturer has not previously treated his 
goods as stock for sale by retail, tax is payable on the wholesale 
selling value of taxable goods only when they are sold, and the 
reduced rate of 4% would therefore apply to all such sales made 
on and after September 11. 


WHOLESALE MERCHANTS 


Wholesalers are divisible broadly into two classes—the whole- 
saler who sells principally by wholesale (termed a wholesaler/ 
retailer) and the one who sells principally by retail (known as a 
retailer/wholesaler ). 

The taxpayer coming within either category is liable for pay- 
ment of tax when he sells taxable goods by wholesale (unless the 
purchaser quotes his certificate) and the tax is payable on the 
actual selling price of the goods. 

In determining whether or not a sale is a wholesale sale readers 
will, of course, have regard to the definition of “sale of goods by 
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wholesale” within the meaning of the Sales Tax Assessment Acts, 
and not merely to what is regarded commercially as a wholesale 
sale. 

If the taxpayer is a retailer/wholesaler, his trading stock on hand 
at September 10 comprising taxable goods will, generally speaking, 
have borne tax at 5%, whereas he is liable for payment of tax 
only at the rate of 4% in respect of sales made ex such stock on 
and after September 11. This will place the retailer/wholesaler 
at a disadvantage compared with the wholesaler/retailer whose 
stock will, generally speaking, have been obtained by him free of 
Sales Tax by quotation of his certificate. The retailer/wholesaler 
is, however, entitled to a rebate of the tax previously paid in 
respect of the goods but not exceeding the amount of tax payable 
on the re-sale by wholesale. 


IMPORTERS 


Importers may or may not be registered under the Sales Tax 
Assessment Acts, and even if they are, the law prohibits the quota- 
tion of their certificates in many instances. 

Tax therefore becomes payable in accordance with the provisions 
of Section 3 of Sales Tax Assessment Act (No. 5) 1930-1935, 
“on the sale value of goods imported into Australia,” and Section 
9 of the same Act provides that the tax is payable “at the time of 
the entry of those goods for home consumption. . . .” 

In Wilson v. Chambers & Co. Pty. Lid. (1926), 38 C. L.R., 131, 
the High Court of Australia held that “goods are imported into the 
Commonwealth whenever they are brought into their port of 
destination for the purpose of being finally discharged in Australia 
at that port, and that the discharge of the goods from the importing 
vessel is not required to complete the importation. The port of 
final discharge of such goods may be a coastal port at which the 
importing vessel does not call, and therefore the goods must be 
landed for transport by land or sea to the coastal port for final 
discharge. In such a case the date of the arrival of the goods at 
the coastal port is the date of their importation into Australia.” 

In the case of each alteration in the rate of Sales Tax, payment 
of tax has always been required at the rate in operation when the 
goods were imported into Australia, in the light of the High Court’s 
decision mentioned. 

Many importers were surprised when they were required to pay 
tax at the rate of 5% when entering for home consumption on 
and after September 11 taxable goods which had been bonded in 
Australia or which had otherwise been imported prior to Septem- 
ber 11. 

In many cases payment of tax at the higher rate was questioned, 
and although there seems to have been some doubt about the actual 
legal position, it would appear that that doubt has now been 
removed by an amendment to Sales Tax Act (No. 5), passed by 
Parliament last month, to provide for tax to be payable at the 
rate of 5% on the sale value of goods imported into Australia 
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“during the period commencing on October 26, 1933, and ter- 
minating on September 10, 1936,” and at the rate of 4% in respect 
of goods imported “on and from September 11, 1936.” 

The only apparent means of remedying the somewhat anomalous 
position of tax being payable at 5% in some cases in respect of 
goods entered for home consumption on and after September 11, 
1936, is an amendment of the law to provide for payment of tax 
at the rate in operation when the goods are entered for home con- 
sumption instead of when they are imported into the Common- 
wealth. A further anomaly would, however, thereby be created 
in the event of a reduction in the rate of tax, because of the advan- 
tage given to the importing retailer or the importing retailer/ 
wholesaler as compared with his competitor who had on hand 
taxable goods purchased before the rate was reduced. 


Contracts DaTep Prior To SEPTEMBER 11, 1936 

Where a taxpayer has, prior to September 11, entered into a 
contract for the supply of taxable goods, and the sale of those 
goods is effected on or after that date, then, unless the contract 
otherwise provides or unless the contract makes it clear that the 
reduction in the rate of tax has been taken into consideration in 
the agreed price of the goods, the purchaser is entitled to deduct 
from the agreed price the amount by which the tax payable on the 
sale was reduced by the alteration of the rate. This is in accordance 
with Section 70A of Sales Tax Assessment Act (No. 1) 1930- 
1935. 

MontTHLY RETURNS 

When the Sales Tax Returns for the month of September are 
being prepared, taxable transactions will need to be dissected into 
two periods, viz., lst to 10th and 11th to 30th, in the light of the 
foregoing explanations. 

Although the transactions on and after September 11 will bear 
tax at 4% only, it is probable that all “Returns Inward” and Dis- 
counts allowed during the month of September (and possibly also 
during October) will apply to sales made before September 11. 
In such cases, the taxpayer is entitled to a reduction at the rate 
of 5% in respect of such credits provided tax was paid or payable 
in respect of the sales to which those credits relate. 





ENGLISH INCOME TAX RELIEF 


It is with the utmost pleasure that we publish the following 
letter from Mr. Hugh Lilburn, F.F.1.a., of Limerick, Ireland. 
Greetings to that bravest of towns. Shades of the gallant Sarsfield, 
and to think that we now meet on such a subject as income tax! 
Now to Mr. Lilburn’s letter: 

“With reference to the reply to C.F. (Sydney) on page 298 
of the May issue, if C.F.’s client is a British subject, he would, 
no doubt, in addition to the Double Taxation Relief Claim, have 
an additional Claim under Section 24 of the British Finance Act 
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1920 for Personal and Reduced Rate Relief Allowances. His 
Claim for the year 1935-36 would be as follows: 
Personal allowance (married?) (single £100), 

£170 @ 4/6 . -- £8 5 0 
Reduced rate relief allowance, £135 @ 1/6 . 10 2 6 


£48 7 6 


If he has children and British Life Insurance, he would be entitled 
to an allowance in respect of same also. 

“He might also be entitled to lodge British Claims back to the 
year 1930-31, and the refunds for the earlier years would probably 
be in excess of the year 1935-36, as the Allowances were higher 
then. I am aware that the term ‘British subject’ gets a wide inter- 
pretation, and if C.F.’s client has resided in the British Isles prior 
to his residence in New South Wales, I feel sure the Claim would 
be allowed. 

“The Finance Act 1920 is law also in the Irish Free State, and a 
client of mine in New Zealand, who has income both from Eng- 
land and the Irish Free State, obtains a refund yearly both from 
London and Dublin. 

“If there is any further information you require, I shall be 
pleased to furnish it. I am reading your monthly issues with great 
interest and wish you every success. I became a member of the 
Federal Institute (Victoria) in 1918, but have been practising 
here for sixteen years.” 


TAX AGENT’S CERTIFICATE 
Mr. R. M. Sinclair, Chartered Accountant (Aust.), Sydney, 
writes : 
“All accountants must have been very interested in your note 


on pages 74-75 of your August issue. 
“The Agent’s Certificate on the N.S.W. Returns, both for indi- 


viduals and for companies, is: 





I, -hereby certify that I have compiled 
this Return from the records of..... ol sneneernneCOMSIStIN 
isis ciel elcanlaicdascceadanhdai . Items of income amounting to 
iticmaiteniiecall Y anitial and deductions amounting to é............. 


as per separate detailed statement herewith, were not included in 
those records but were supplied to me by... 
EE TE SRR RI 

“This certificate fulfils the requirements of both Federal and 
State purposes. 

“The Agent’s Certificate on the Tasmanian Returns, both for 
Federal and State tials is quite a different matter: 

EOLA ..having charged the taxpayer a fee for 
preparing or assisting in the preparation of this Return hereby 
certify that the answers set forth above in the second column of 
this statement opposite to the questions set forth in the first column 
thereof are true and correct in every particular. 
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“Tt does not seem open to question that such a certification can- 
not be given by most ‘Agents,’ but it is also questionable as to 
whether such a certificate will move the responsibility from the 
taxpayer to the agent. 

“Some of the views of your Tasmanian correspondents might 
be very interesting on this point.” 





SALES TAX 


OFFICIAL PUBLICATIONS 


The Commonwealth Treasurer, the Hon. R. G. Casey, advises 
that the Commissioner of Taxation has issued an official publica- 
tion, The Sales Tax Law, 1930-1935, together with the 1936 
Supplement thereto. 

These publications explain the effect of the Sales Tax Law of 
1930-1935 (which is the law in force at the present time), and 
contain, in consolidated form, official rulings (including rulings 
on sales tax exemptions) relating to questions which have arisen 
in connection with the administration of the law. 

Further supplements will be published by the Department 
annually, probably in January of each year. Each supplement will 
contain : 

(a) all sales tax rulings given between the date of publication 
of The Sales Tax Law, 1930-1935, and the date of publi- 
cation of the Supplement ; and 

(b) a consolidation of the Sales Tax Acts and Regulations as 
amended up to the date of publication of the Supplement. 

By this arrangement the possessor of The Sales Tax Law, 1930- 
1935, and the latest Supplement, will be able, by referring to those 
two publications only, to apprise himself of the effect of the Sales 
Tax Law at the date of publication of the iatest supplement, and 
of all official rulings which have been given thereon up to that date. 

The usual Sales Tax Rulings will be published at regular inter- 
vals throughout the year and it is intended to supply copies to all 
purchasers of The Sales Tax Law, 1930-1935, who desire them, 
free of charge. A form of application for this purpose will be 
found in the book. 

The price of the book, The Sales Tax Law, 1930-1935, is 15/- 
per copy, and copies are available at the office of the Federal 
Deputy Commissioner of Taxation in each State. The 1936 Sup- 
plement will be issued with the book and, in this instance, will be 
free of charge. 





PROFIT ON SALE OF LAND 

Under S. 12 of the N.S.W. Income Tax (Management) Act 
1928-29, the net profit arising from the sale during the income year 
of any real property situated in New South Wales is deemed to 
be assessable income, if the real property was bought by the tax- 
payer during the year of income or the six years next prior thereto. 
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Similar provisions are contained in the new Act. In Walters v. 
C. of T. (N.S.W.), a case which came before the N.S.W. Board 
of Review in June last, the appellant bought certain real property 
in October, 1924, for £12,350. A portion thereof was sold in 
October, 1929, for £11,750, the Valuer-General’s valuation of 
the unsold portion being £4,200. The appellant was advised by his 
solicitors that there was no taxable income in respect of the trans- 
action, and no reference thereto was made in his return for 1929- 
30. After the expiration of three years from the date when the 
original assessment was due and payable, the Commissioner issued 
an amended assessment, including therein a profit on that portion 
of the property sold, arrived at by deducting from the sale price 
a proportion of the cost of the property and the expenses of sale. 
The appellant contended that no profit arose until the cost of the 
whole property was recouped, but on that aspect of the case it was 
held (Curlewis D.C.J.) that a profit was ascertainable where part 
only of a property, which was purchased as a whole, had been sold. 


Retrospective Assessments 


It was pointed out in the preceding paragraph that the amended 
assessment, the subject of the above appeal, was issued after the 
expiration of three years from the date when the original assess- 
ment was due and payable. The second proviso to S. 44 (1) pro- 
vides that an alteration or addition shall not be made in or to an 
assessment after the expiration of three years from the date when 
the tax payable on the assessment was originally due and payable, 
unless the Commissioner is of opinion that there has been an avoid- 
ance of tax, and that the avoidance was due to fraud or evasion 
(under the new Act the above-mentioned period has been extended 
to six years, S. 210). A taxpayer who is dissatisfied with any 
opinion, decision or determination of the Commissioner (discre- 
tionary or otherwise) and who is dissatisfied with the assessment 
involving such opinion, etc., has, after assessment, a right of objec- 
tion and appeal, except that the appeal can be made to the Court 
of Review only. 

In the above-mentioned case, it was held that there was no 
avoidance of tax due to fraud or evasion, and the taxpayer’s appeal 
was therefore allowed. His Honour further held that the onus 
of establishing that there has been an avoidance of tax owing to 
fraud or evasion was upon the Crown. 

Under the Commonwealth Act, the Commissioner may also 
re-open an assessment at any time “where he is of opinion that the 
avoidance of tax is due to fraud or evasion”—S. 170 (2) (a)— 
and the taxpayer has the right of reference to the Board of Review 
—S. 193 (1). It will be remembered that in the above case the 
taxpayer had been advised by his solicitor that there was no taxable 
income in respect of the transaction, and in circumstances of this 
nature the taxpayer should always appeal to the Board of Review 
for redress. 
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WIFE ALLOWANCE 


An extraordinary case came before the English High Court 
in May last. Where a marriage is void for any reason, the party 
not in fault may present a petition to the Court and obtain a decree 
declaring the nullity of the marriage. Such decrees are rare, as 
the marriage is void ab initio, and any child of the union is nullius 
filius. In Dodworth (Inspector of Taxes) v. Dale, the respondent 
went through a form of marriage in 1921. In 1933 a decree 
of nullity was pronounced. During the intermediate years the 
respondent claimed and received the benefits of the personal allow- 
ances applicable to a married man. 

Additional assessments were made on the respondent for the 
years 1928 to 1933 inclusive, on the ground that the respondent 
during those years was not married, and was not entitled to the 
allowances applicable to a married man. 

The General Commissioners discharged the assessments, and 
the Crown appealed. The High Court dismissed the Crown’s 
appeal, holding that the decision of the General Commissioners 
was correct. 





INTEREST v. DAMAGES 


The above subject was discussed on pp. 462-3, July, 1936, issue 
of this journal, and some English decisions were quoted. The sub- 
ject has recently come before the English Courts again in C.J.R. 
v. Captain Woolf Barnato. The respondent, on attaining 21, was 
entitled, under the Wills of two testators, to part of the respective 
testators’ capital in a business together with a proportion of the 
profits attributable to such share. The respondent, being dissatis- 
fied with the distribution received by him, took legal proceedings, 
and by a Court Order an enquiry was directed before a Special 
Referee. The order further directed an account of the moneys 
due to Captain Barnato, or which ought to have been invested for 
him from time to time, with compound interest thereon at 44% 
per annum with yearly rests. The report of the accountants 
appointed to investigate the matter differentiated between capital 
and interest and £433,059 was allocated on account of interest. 
The respondent was assessed to super tax on this sum. The English 
Court of Appeal, on July 15, 1936, upheld the decision of Single- 
ton J., that the sums paid to the respondent included interest, and 
that such interest was not damages. 





N.S.W. WAGES TAX 
TRAWLER MEN’s EARNINGS 
Under the N.S.W. Special Income and Wages Tax law, “income” 
subject to tax includes income derived by a resident of the State 
from any source outside the State except, inter alia, income from 
wages. In C. of T. (N.S.W.) v. Cam & Sons Ltd., the question 
whether the crews of trawlers operating outside the territorial 
waters of New South Wales are subject to Wages Tax recently 
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came before the N.S.W. Full Court in a special case arising from 
an action brought by the Commissioner to recover £1,089/0/9 from 
the trawler owners. This sum represented deductions made, as 
wages tax, by Cam & Sons Ltd. from the wages of their employees 
on the trawlers for one of the financial years. The money was 
paid into a trust account together with moneys deducted from 
earnings in other years, and was claimed by both the Commissioner 
and the employees. 

The men are engaged in New South Wales at the ship’s side 
on the morning of each cruise. The trawling is done in the open 
sea, chiefly off the coasts of New Zealand and Victoria, and a 
cruise occupies from 9 to 25 days. As soon as the ship berths on 
its return, the men are paid off in New South Wales, the unload- 
ing of the fish being done by shore hands. 

Source of Wages 

The Full Court decided that the sources of the wages of the 
men consisted of the three elements of getting the job, doing it, 
and getting paid for it. Which of these factors was the most 
important element of the source in any given case depended upon 
the facts of that case. In the above case, the engagement and 
payment took place, and part of the work was done, in New South 
Wales. The source of the wages was thus partly within and partly 
without the State. 





Multiple Sources 


It was well established that where the criterion of liability to 
tax was derivation from a source in the State, and income was 
derived from a multiple source, it must be apportioned and only 
so much of it as was attributable to the source within the State was 
liable to be taxed. 

Whether an apportionment was called for depended upon the 
facts of each particular case. 


Substantial and Nominal Sources 


Apart from the statute, it need not necessarily be made by reason 
merely of the fact that something which was in strictness part of 
the source occurred in New South Wales. If, in the circumstances, 
this element was nominal and insignificant, so that it would be 
impossible to attribute to it more than a nominal amount of par- 
ticular head of income, the whole of this income may be treated as 
in substance derived outside New South Wales. On the other 
hand, if the extra State element was a substantially contributing 
factor, an apportionment must be made. Thus, if the source of 
income consisted substantially in the making of contracts, the 
place where contracts were made may be regarded as the only 
significant factor. If it consisted in first making contracts and then 
carrying them into effect in circumstances such that both elements 
were substantial factors in the source, an apportionment must be 
made. If the making of the contract was an insignificant factor and 
the only substantial element was its performance, the place of 
performance was the only relevant locus of the source. 
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Apportionment of Wages on Time Basis 


The Chief Justice said if these principles were applied to the 
facts of the present case, they did not present much difficulty. 
The only substantial source of the wages in question was the work 
by means of which the wages were earned. If the case stated 
was intended to mean that in each cruise the men’s work was done 
outside New South Wales territorial waters except for one and 
a half hours on the outward voyage and another one and a half 
hours on the inward voyage, then His Honour believed that the 
proper method of apportionment was to divide the wages, includ- 
ing the basket money, in proportion to the wage-earning time spent 
in and out of these territorial waters. The wages attributable to 
the latter would then be excepted from consideration by virtue of 
Section 2, and the wages attributable to the former time, since they 
were derived from a source in New South Wales, were prima facie 
subject to the special tax. 





Refunds of Income Tax under Section |8 of 
Commonwealth Act 


By T. P. D. BEIGHTON, M.A. (OXON), A.C.A. 


Consideration of a claim for refund of Commonwealth income 
tax under Section 18 of the Commonwealth Income Tax Assess- 
ment Act (now Section 159 of 1936 Act), may with advantage be 
preceded by an examination of the historical background behind 
the granting of this relief. 

With a few exceptions, any resident in Great Britain is liable 
to British income tax on his gross income whether it has been 
taxed elsewhere or not, with the result that, until some relief was 
given, in the case of very large incomes derived from Australia by 
residents in Great Britain, almost all of it would be paid away in 
taxes, and even companies would pay over 10/- in the £ in 
taxation. 

Reciprocal arrangements were made therefore between the 
authorities in the United Kingdom and those in Australia, in order 
to lighten the burden on taxpayers who were liable to tax in both 
countries. The British Act gave relief to persons or companies 
who had been doubly taxed, at the rate of Australian tax paid or 
at half the appropriate rate of British tax, whichever was the lower. 
“Appropriate Rate” means the average rate of income tax payable 
on a taxpayer’s total income, less all allowances except those for 
life assurance premiums. As a company does not get any allow- 
ances, its appropriate rate is always the standard British rate of 
tax, at present, August, 1936, 4/9 in the £. 

It was intended that Australia should give a similar rebate to 
that given by Great Britain, but as none of the States are willing 
to reciprocate in granting any relief it will be seen that the Aus- 
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tralian rebate is in practice limited to a rate which is considerably 
less than the 2/- to 2/6 in the £ granted to companies by Great 
Britain. 


Period During which Claims may be Made, and Method of 
Application 


An unusual feature about Section 18 claims is that there is no 
time limit within which they must be made. The Section was first 
included in 1921, and claims may be lodged for the year ended 
June 30, 1921, and any subsequent year. 

The taxpayer, however, is not entitled to the rebate until he 
claims it, and he must show in the clearest possible way which 
income has been doubly and trebly taxed, in order to substantiate 
his claim. This in fact is the most difficult part of the claim, as a 
company’s profits as taxed in England may easily include amounts 
which have been taxed in Australia for quite different periods. 

For example, an English company may make up its accounts 
to December 31, 1935, the trading results to that date being 
accepted as the basis for the income tax return for the British 
fiscal year ended April 5, 1936. The Australian profits included 
in the English accounts might represent the results to June 30, 
1935, for Federal and New South Wales State purposes, while the 
State of Victoria might have taxed the company on a percentage of 
the sales in that State for the year ended June 30, 1935, and 
Western Australia might have levied tax on a percentage of the 
sales to December 31, 1934. 

Before a claim could be made, the trading profits would have to 
be apportioned in order to arrive at the taxable profits for twelve 
months ended June 30, 1935, for each State and also for the 
United Kingdom, unless the Commonwealth authorities accepted 
accounts for the year ended December, 1935, for the Federal 
return. 

These claims often take a very considerable time to finalise, in 
some instances as much as three years. The delay is sometimes 
due to the fact that departmental changes are made in the personnel 
in charge of Section 18 claims and information which is required 
by one official may not be considered adequate or necessary by the 
officer who has taken his place while information required by his 
predecessor was being obtained. 

It is therefore advisable to get in touch with the Department 
before lodging a definite claim, in order to avoid wasting time in 
preparing information in a form which is not satisfactory to the 
authorities. 


Rates of Refund 
The rates of refund which may be claimed vary according to 
whether the income, which is doubly and trebly taxed, has borne 


tax in Australia at rates which, when aggregated for Common- 
wealth and States, are: 
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(1) Greater in aggregate than the British rate. 
(2) Greater than half the British rate. 
(3) Half or less than half the British rate. 


If (1) applies, relief will be give at a rate arrived at by the 
following formula: 
Commonwealth Rate 


stab Bas 
Commonwealth plus State Rates X Half British Rate 





If (2) applies, relief will be given at a rate arrived at as follows: 
C’wealth plus State 


Commonwealth Rate eee wig 





Commonwealth plus State Rates British Rate 


If (3) applies, there will be no relief. 

In actual practice claims for two years, which took from start 
to finish about two years to finalise and resulted in a refund of 
£280, varied in rate from a maximum of about 7d. in the £ down 
to a minimum of 1d. in the £, as compared with a relief of 2/- 
and 2/3 in the £ granted by the English authorities for those 
years. 


Documents Required in Support of a Section 18 Claim 


In order to support a Section 18 claim, it is necessary to for- 
ward to the Federal Department, State income tax assessment 
notices covering the period of the claim, and receipts or copies of 
receipts for payment of these assessments. 

If the taxpayer only carries on business in one State, it will be 
sufficient to send the claim to the Federal Taxation Department in 
the State in which his business is situated. If he trades in several 
States, it will be necessary to forward the claim to the Central 
Office in Melbourne. 

Probably the most important document which is required is a 
certificate signed by the British taxation authorities on behalf of 
the Commissioner of Inland Revenue. 

This certificate gives particulars of the actual amount taken into 
consideration for purposes of arriving at the income on which 
British tax has been assessed. 

Other information given in the certificate includes: 


(1) The appropriate rate of British tax for the year of claim. 

(2) The amount of income on which Dominion income tax 
relief has been granted by the British authorities. 

(3) The amount and rate of Dominion income tax relief given. 

(4) A description of the sources of income, i.e., from manu- 
facture of pianos or pins, or whatever it may be. 


At the foot of the certificate is set out a Reconciliation of the 
taxpayer’s profits as shown by his books with the adjusted figures 
on which British income tax has been paid. Where applicable, 
this Reconciliation has separate columns for Australian and New 
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Zealand profits, and also a total column, and shows the amount of 
British tax paid on the adjusted profits. 


Example 1 


The following example sets out a method of lodging a Section 
18 claim which was successful in obtaining a refund within a 
reasonable period. 

We will assume that an Australian branch of an English com- 
pany has been doubly and trebly taxed on its income, and asks its 
auditors to lodge a Section 18 claim, for a period prior to the 
imposition of Federal Property Tax and New South Wales 
Unemployment Relief Tax. 


Two of the first points to be considered are: 


(1) Is the possible refund sufficiently large to cover the 
necessary cost of preparing the claim? (It was men- 
tioned in an earlier portion of these notes that in one 
successful claim the refunds ot tax on trebly taxed income 
varied between 7d. and ld. in the £.) 

(2) Is the company able to link up the Australian profits as 
returned for Federal income tax with those included in its 
accounts in England? At first sight this may not seem 
much of a difficulty, but it sometimes happens that there 
are differences, and any claim might lead to prolonged 
correspondence with the Australian authorities, if not to 
re-opened assessments. 


We will assume that the answers to questions 1 and 2 are satis- 
factory. 

The income from each State must be dissected into periods which 
will enable reconciliations to be made with the taxable income as 
assessed for Federal purposes. 

The statements should show separately for each State the credits 
to the profit and loss account, distinguishing between gross profits 
from trading and other sundry receipts such as interest, dividends, 
etc. Exempt income must, of course, be shown separately. 

The allowable deductions will be deducted proportionately from 
all items of assessable income, except in as far as they apply to 
particular ihcome. 

The following statements show an assumed income for purposes 
of the example. Full details of the gross income and deductions 
would have to be given in an actual claim. 


Taxed in United Kingdom 


Income derived Income derived 
from New South Wales from Victoria 
Trading Trading 
Total Profit Interest Profit Dividend 
Gross Income .. .. £2,740 £1,000 £200 £1,500 £40 
Less Deductions .. 1,612 700 10 900 





2 
£1,128 £300 £190 600 £38 
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Taxed by Commonwealth 
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Income derived Income derived 
from New South Wales from Victoria 
Trading Trading 
Total Profit Interest Profit Dividend 
Gross Income .. .. £2,740 £1,000 £200 £1,500 £40 
Less Deductions .. 1,582 720 10 850 2 
£1,158 £280 —s- £190 £650 £38 
Taxed by New South Wales 
Trading 
Total Profit Interest 
en SO acs ic as. .. SD £1,000 £200 
Lose Deductions .. .. .. .. « «. 7 750 10 
£440 £250 £190 
Taxed by Victoria 
Trading 
Total Profit Dividend 
EE oi oe ae asses £1,500 £40 
Less— 
Ne ag leet hig calik: aS aah 40 -- a 
CE Se ne 900 900 — 
£600 £600 _— 








We will assume the rates of tax in force for the period covered 


by the claim are as follow: 


United Kingdom . .. .. .. 4/- 
Federal .. . Se ioe | wae Ce 
New South ae 2/6 
Victoria .. .. rere 


From the above statements it will be seen 
amounts have been doubly or trebly taxed: 


A 
B 
C 
D 


that the following 


(1) Trebly taxed by United Kingdom, Commonwealth and 


New South Wales: 


Trading Profit 
Interest .. 


£250 
190 


£440 


(2) Trebly taxed by United Kingdom, Commonwealth and 


Victoria : 
Trading Profit 


£600 


(3) Doubly taxed by United Kingdom and Commonwealth : 
Profit on pie oa ee 
Dividend . ne 





£30 
38 


£68 
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Refund re (1): 
As sum of Federal rate and New South Wales rate is less than 
United Kingdom rate but greater than half the United Kingdom 


rate: 


B 
Rate of Refund = B plus C 
1/4 


= Fi0 3/10 — 2/- = 7:65d. 
Refund re (2): 


As sum of Federal rate and Victorian rate is less than United 
Kingdom but greater than half the United Kingdom rate: 


B A 
Rate of er =F plus D* (B plus D) — = 
1/4 


2 
= 2/10 xX 2/10 — 2/- = 4:74. 
Refund re (3): 
As the Commonwealth rate is not greater than half the United 
Kingdom rate, the refund is nil. 
The total refund obtainable under Section 18 on Taxable 
income over £1,100 is therefore: 
(1) Tax on £440 @ 7°65d... .. .. .. .. £14 0 6 
(2) Tex on £2000 @ 474... .. .. «. :: 1115 0 
ee Fe fF OF ee eee - 


x (B plus C) — 3 


Total Refund under Section 18 .. £2515 6 


Example 2 


The following example goes into fuller details regarding diffi- 
culties found in practice in identifying the income taxed by the 
Commonwealth with doubly and trebly taxed income in British 
and State assessments. 

We will assume that an English company has a branch in 
Sydney and makes sales in Victoria through an agent. It takes 
out its accounts at November 30 in each year in England, and 
at October 31 in Australia—so as to avoid delay in finalising its 
figures in waiting for the results of its Australian trading. 

The Federal and New South Wales taxation authorities accept 
the Australian accounts for the year ended October 31 as income 
for the tax year ended the preceding June 30. Victoria assesses 
the company on 5 per cent. of the sales for the year ended 
June 30. 

The following are the assumed profits as adjusted for taxation 
and showing allowable deductions in one total to avoid unneces- 
sary complications. 
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Taxed by Great Britain Trading 
Total Profit Rents 
£ Sig. £Stg. £Stg. Rate of Tax 
Year ended Nov. 30, anal 
gga £2,640 £2,640 — 
DeGectioms .. 1. oe ss 640 640 — 
£2,000 £2,000 — 5/- 
Year ended Nov. had 1934— 
ED ic ea £2,120 £1,960 £160 
TOOUNEEES 45 os ns 00 440 440 _ 
£1,680 £1,520 £160 4/6 
Taxed by Commonwealth Derived Rate 
Trading from  atwhich 
Total Profit, Rents Vic. Taxed 
al £A £A £A 
Year ended om 31, 1934— 
Fee .. £2,630 £1,650 £230 =£750 1/- plus 6% 
Deductions .. .. «+ «. 420 230 20 170 oat Rents 
a= (av. 





£2,210 £1,420 £210 £580 rate) 





Taxed by New South Wales 





Trading Rate at which 
Total Profit Rents Taxed 
£A £A 
Year ended Oct. 31, 1934— 
DN. ks 64 ce.sgies SE £230 =1/11 plus 10d. 
eee 260 250 10 =a Tax 


£1,620 £1,400 £220 





Taxed by Victoria 


Assumed 
Taxable Rate at which 
Sales Income 5% Taxed 
£A 
Year ended June 30, 1934 .. £22,000 £1,100 1/9 plus 74% sur- 
Year ended June 30, 1935 .. 28,000 1,400 charge = 1/11. 





First of all it will be necessary to dissect the profits taxed in 
Great Britain between profits earned in New South Wales and 
those derived from Victoria. In many instances the company will 
have no means of earmarking in its London books the source of 
its Australian revenue, and some approximate apportionment will 
have to be made which will be satisfactory to the Commonwealth 
Department. 

The simplest way would seem to be by apportioning the 
gross profit in proportion to the sales made in the States in which 
it was earned. Deductions which can be specifically charged 
against the profits of a particular State will be so treated. The 
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remaining deductions will be deducted in proportion to the turn- 
over. 

We will assume in this example that 60 per cent. of the sales 
are made in New South Wales and the balance in Victoria in 
both years, and that deductions are made in proportion to the 
sales. The income from rents is, of course, clearly shown as hav- 
ing been derived from New South Wales. 

On the above basis, the profits taxed in Great Britain will be 
dissected as follow: 

Derived 

rom from 
New South Wales Victoria 
Trading Trading 

Profits Profits 

Total 60% Rents 40% 

£ Stg. £EStg. £Stg. £Stg. 

Taxable Profit for Year ended 

es Se gee eer aes 
Taxable Profit for Year ended 

eS re ee 


£2,000 £1,200 = £800 
£1,680 £912 «£160 #8 £608 


It will be necessary to apportion these adjusted profits in order 
to arrive at the taxed profits for the year ended October 31, 1934, 
which was the period assumed to be covered by the Common- 
wealth assessment. As the New South Wales assessment is 
assumed as having been based on the trading results for the same 
period as the Commonwealth, no adjustment of the New South 
Wales profits will be necessary. The Victorian profits will also 
require to be apportioned, as the company is assumed to have 
been taxed on a percentage of the sales in that State during the 
twelve months to June 30 in each year. 

The Commonwealth Department’s practice is to convert each 
item of British income to Australian currency before apportioning 
the profits in accordance with the accounting period accepted by 
the Commonwealth for taxation purposes. 

The dissected profits as taxed in Great Britain (see above) 
when converted to Australian currency at £A 125 for £ Stg. 100 
will therefore become: 

/ Derived Derived 
from from 
New South Wales Victoria 
Trading Trading 
Total Profits Rents Profits 
£A £A £A £A 


Taxable Profit for Year ended 


Nov. 30, 1933 .. £2,500 £1,500 — £1,000 


Taxable Profit for Year ended 
8 ee 


£2,100 £1,140 £200 £760 


The profit as taxed in Great Britain, having been converted to 
Australian currency, is now apportioned to ascertain the estimated 
profits for the year ended October 31, 1934: 
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Derived from Derived from 
New South Wales Victoria 
Trading Trading Rate of 
Total Profits Rents Profits Tax 
£A £A £A £A 
Taxable Profits for Year ended 
Nov. 30, 1933 = £2,500. 
Estimated Profits for Nov., 
1933 = 1/12 X 2,500 .. £125 
Taxable Profits for Year ended 
Nov. 30, 1934 = £2,100. 
Estimated Profits for 11 
months to Oct. 31, 1934 
= 11/12 X 2,100 . 1,925 1,045 184 696 





Estimated Taxable Profits for 
Year ended Oct. 31, 1934 £2,134 £1,170 £184 £780 





Apportionment of Profits Taxed in Victoria 


£A 
Taxable profits for the Year ended June 30, 1934 .. £1,100 
Estimated profits for 8 months from November, 1933, 
to June, 1934, 8/12 X 1,100... “2 
Taxable profits for the Year ended June 30, 1935 .. £1,400 
Estimated profits for 4 months from desodie to October, 
1934, 4/12 X 1,400 .. .. . 467 


Estimated profits for the Year ended October 31, 1934 £1,200 


We have now made the necessary apportionment of profits 


taxed in Great Britain and Victoria to cover the period taxed by 
the Commonwealth, namely, the profits for the year ended 
October 31, 1934. We have also converted the sterling profits 
taxed by Great Britain to’ Australian currency to arrive at the 
following results: 
Apportionment of Profits for 
Year ended October 31, 1934 
Derived Derived 
from from 
N.S.W. Victoria 
Trading Trading Rate of 
Total Profits Rents Profits Tax 
£A £A 


£A £A 
Taxed by Great Britain .. .. £2,134 £1,170 £184 £780 5/-&4/6 
Taxed by Commonwealth .. 2,210 1,420 210 580 1/1 
Taxed by New South Wales 1,620 1,400 220 —— 2/9 
Taxed by Victoria .. .. .. 1,200 -- — 1,200 1/11 


The company is dinitiie entitled to the following relief: 
(1) On trebly taxed income in Great Britain, the Common- 
wealth and New South Wales: 
Taxed at 5/- Taxed at 4/6 Total 
Trading Profits .. £125 £1,045 £1,170 
Rents .. .. ‘i == 184 184 


——e 


£125 £1,229 £1,354 
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Rates of Tax 
On £125— 
British . .. .. 5/- 
Federal Approx. .. 1/1 (1/- plus 1/2:4 additional 
property tax on rents ) 
New South Wales 2/9 


Rate of Refund: 244 x (3/10 — 2) = 4-52d. 


3/10 
On £1,229— 
eae 
Federal .. .. .. I/l1 
New South Wales 2/9 
4/6 


Rate of Refund: ar x (3/10 — 32) = 5-374. 
(2) On trebly taxed income taxed in Great Britain, the Com- 
monwealth and Victoria: 
Taxed at 5/4. Taxed at 4/6 Total 
Trading Profits .. £48 £532 £580 
(1/12 of £580) (11/12 of £580) 





Rates of Tax 
On £48— 
DD 6 sa ices) 
Federal. .. .. .. I/l 
We uc cc ds OE 


Rate of Refund: if xX (3/- ee ——) = 2:174. 


3/- 
On £532— 
ie is 2% +e) ee 
OO 
Wee cs os cs Oe 


Rate of Refund: a rxa-~ & e) = = 3-25¢. 


The total refunds to which = company is entitled are therefore : 
tenn ZA TS O45... .......- G2 F 1 
Tax on ae et Sell » wie Wh ae 27 10 O 
788 OB BA BO EUGE. 2. 2. «5.20 oe 08 8 
Tax on £A S32 @ 3-254. .. .. .. «s «s 7 41 


Total Refund on Taxable Income of £2,210 £37 9 10 


It is appirently the Departmental practice to calculate the refund 
at the separate rates of British tax, although it would save a 
number of calculations if the average British rate for the twelve 
months was used in the formulae and the use of this should give 
approximately the same results. 


Treatment of British Rates of Tax in Section 18 Claims 
At first sight it would appear that as the British rate of tax is in 
sterling it would be necessary to convert the rate to Australian 
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currency by increasing it by one-quarter at current rates of 
exchange. 

It must be remembered, however, that the rate of tax is the 
fraction of the income taken by the Government, and, as the 
sterling income is converted to Australian currency, the correct 
tax will automatically be calculated by taking the same rate of 
tax (a fraction of each £ of income) on the income in Australian 
pounds. 

If the British rate of tax at, say, 5/- in the £, is increased by 
one-quarter to 6/3, and the tax is calculated at that rate on the 
British income, in Australian currency it would be equivalent to 
duplicating the adjustment for exchange. 

The following example will make this clear: A resident in 
England receives £125 from Australia and pays Australian tax 
at 1/- in the £, amounting to £6/5/-. This income is included 
with his British income at the sterling equivalent of £100. He is 
entitled to Dominion income tax relief at the Australian rate of 
1/- in the £ on £ Stg. 100, amounting to £ Stg. 5, and this is 
equivalent to £A 6/5/-, which is the tax he paid. 

If the Australian rate of 1/- in the £ is reduced to the sterling 
equivalent of 9°6d., by reducing it by one-fifth, the taxpayer will 
only get British relief of 100 K 9°6d. = £& Stg. 4, or £A 5, as 
compared with £A 6/5/- paid in tax. In other words either the 
rate or the income must be converted, but not both, and in practice 
the income is converted and the rate of tax remains unaltered. 

In the examples given in these notes, the formulae for calculating 
the relief due under Section 18 are expressed in the form of rates 
of tax multiplied by rates of tax in shillings and pence. Mathe- 
matically this is not strictly accurate, and each formula should be 
expressed as a proportion. For example, the first formula on page 
204 will be expressed more accurately as follows: 

46 : 16 :: 46— 24: Rate of refund in pence. 


It is considered, however, that the method of expression adopted 
in the examples is easier to follow. 


Scaling Down State Taxable Incomes when Greater in Aggregate 
than Commonwealth Assessments 

Where income has been trebly taxed, relief is given on the 
lowest amount of income which has been taxed by the three 
authorities. For instance, in Example 2 the lowest amounts of 
trebly taxed income derived from New South Wales, as shown on 
page 207, are the apportioned profits (£1,170) and rents (£184) 
as taxed in Great Britain. Similarly, the lowest trebly taxed income 
derived from Victoria is that taxed by the Commonwealth ( £580). 

If the income taxed in New South Wales or Victoria (namely, 
£1,400 for New South Wales trading profits, £220 for rents 
and £1,200 taxed in Victoria) had been the lowest in its column, 
a special adjustment would have been necessary, because the com- 
bined profits taxed by New South Wales and Victoria (£2,820) 
are in excess of those taxed by the Commonwealth (£2,210). 
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If such a position arises, it is the practice of the Commonwealth 
Department to scale down the profits taxed in the States to agree 
in total with the Commonwealth taxable profits. 

An example will make the Department’s procedure clear. 

The following amounts are assumed to have been taxed for the 
year ended June 30, 1934, and adjustment has been made for 
sterling exchange : 

Income Derived from 
Total N.S.W. Victoria 
£A £A 
Taxed by Great Britain .. .. .. £2,400 £1,380 
Taxed by Commonwealth .. .. .. 2,200 1,150 1,050 
Taxed by New South Wales .. .. 1,500 1,500 
Taxed by Victoria .. .. .. .. .. 1,000 —_ 1,000 

At first sight it would appear that the taxpayer is entitled to a 
refund on an income of £1,150 from New South Wales as taxed 
by the Commonwealth and £1,000 from Victoria, as taxed in that 
State. 

But the total income taxed by the States is £1,500 plus £1,000 
equals £2,500, while the Commonwealth assessment was only 
£2,200. Therefore the State incomes will be scaled down by 
multiplying each by 2200 

2500 
The adjusted State incomes will then become: 


2200 
J }. ana 
New South Wales: 7500 x £1,500 


fe 2200 
Victoria: 3500 < £1,000 


Combined State incomes as scaled down to 


agree with the Commonwealth assess- 
Ee ee ae ee, 


The refund on New South Wales income will be unaltered at 
£1,150, as the Commonwealth assessment is still less than the 
adjusted New South Wales taxable profit. The refund on Vic- 
torian income will, however, be calculated on £880 instead of 


£ 1,000. 
Reconciliation of Gross Income Taxed by Great Britain 
and Commonwealth 

It should be noted that in Example 1 the gross income as taxed 
by the Commonwealth agrees with that returned for British income 
tax purposes and that the combined gross income derived from 
New South Wales and Victoria agrees with the Commonwealth 
assessment. 

In Example 2 the only item of gross income which agrees is the 
income derived from New South Wales taxed in that State and by 
the Commonwealth. It is obvious that the profits taxed in Vic- 
toria will not agree with the gross income from that State as taxed 
by Great Britain and the Commonwealth, as the Victorian assess- 
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ment is based on an arbitrary figure which may be entirely divorced 
from reality—namely, on 5 per cent. of the sales. 

In Example 2 it will be seen from page 207 that the apportioned 
taxable profits for the year ended October 31, 1934, as taxed by 
Great Britain, compares with the net profits taxed by the Com- 


monwealth as follows: 
Net Apportioned Profits 
for Year ended Oct. 31, 1934 
Trading Profit 
N.S.W. and Rents 
Total Victoria (N.S.W.) 
A £A 


£A £. 

re £2,000 £210 
Ll See 1,950 184 

It will be clear from the above comparison that the net adjusted 
trading profits taxed for the year ended October 31, 1934, by the 
Commonwealth were £50 more than those taxed in Great Britain 
for the same period. 

This might be due to the following factors: 


(1) More deductions from the gross profits allowed by Great 
Britain than by the Commonwealth. 

(2) The actual profits for month of November, 1933, might 
have been greatly in excess of the average monthly profits 
for the year ended November 30, 1933 (£A 209) and 
the apportionment of the English assessment by months 
would therefore include in the profits for the year ended 
October 31, 1934, less in respect of the month of Novem- 
ber, 1933, than would be included in the Commonwealth 
assessment. 


It would be necessary for the company to reconcile the appor- 
tioned gross income for the year ended October 31, 1934, as taxed 
by Great Britain with the Commonwealth assessment for that 
year, and if, instead of being less (as shown in the above compari- 
son of net amounts), the gross profits as taxed in Great Britain 
were greater than those returned for Commonwealth income tax, 
the authorities might consider the Commonwealth return was 
incomplete and issue an amended assessment unless a satisfactory 
explanation was forthcoming. 


Deduction Allowed by Great Britain under Section 27 (4) B 
Finance Act 1920 

By Section 27 (4) B of the British Finance Act 1920, a taxpayer 
is entitled to deduct, from the profits, as assessed for British 
income tax, the Dominion income tax which he has paid but has 
been unable to recover through lack of reciprocal arrangements 
between the Dominion and Great Britain. 

Some statements such as mere boosting of goods or other pro- 
perty do not as a rule bind the maker, but if the statement or repre- 
sentation is one which induces the other party to enter into the 
contract it has legal consequences—it may be an innocent or a 
fraudulent representation. 
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This relief is always allowed to the extent that Australian income 
tax has been paid but not recovered from the British authorities. 
It will be remembered that D.I.T. Relief is limited to half the 
taxpayer’s appropriate rate of tax which, in the case of a company, 
means half the standard rate. 

Clients in England have been known to express a fear that they 
would lose the benefit of Section 27 (4) B if they made a Section 
18 Claim. 

It can be definitely stated that a Section 18 Claim does not 
jeopardise the taxpayer’s position in any way. Both from instances 
occurring in practice and from statements by British Inspectors of 
Taxes, when the question has been directly raised, there is no doubt 
that the deduction of non-recoverable Australian tax will be 
allowed even when a Section 18 Claim has been made. Any 
recoveries of Australian tax will, of course, have to be credited in 
the adjusted accounts in the year in which the refund has been 
received, if the benefit of Section 27 (4) B has been claimed. 

It would appear that strictly this deduction should not be 
allowed at all in the case of Australia, as there are reciprocal 
arrangements for relief between the two countries, although limited 
to a partial relief of Commonwealth tax. 

From a statement made by one Inspector of Taxes, it would 
seem that the authorities regard the relief as so inadequate—vary- 
ing as it does from about 7d. in £ down to nothing—that as a 
concession they regard it as non-existent for the purposes of 
Section 27 (4) B. 


Apportionment of Victorian Sales to June 30 by Months 
It should be noted that in practice the Department would 
probably insist on taking the actual Victorian sales for the year 
ended October 31, 1934, instead of apportioning the sales to June 
30 by months, as has been done in Example 2. 





Legal Section 
Edited by G. L. MAyMAN, M.A., LL.B., B.COM., A.F.I.A. 


WHETHER PRELIMINARY STATEMENTS ARE PART 
OF SUBSEQUENT CONTRACT 


It is common practice for parties negotiating to make statements 
relative to the subject matter of the contract. Often such statements 
are not expressed in the written agreement subsequently entered 
into although it may be intended that the parties should rely on 
these preliminary representations. Prudent contractors, no doubt, 
would see that the terms of the written contract included all repre- 
sentations likely to affect the rights or liabilities. , 

However, too frequently, litigation arises because of the doubt 
whether a preliminary statement was intended to be part of the 
contract. It is necessary therefore to consider the whole of the 
evidence in a case in order to see whether the statement was intended 
to have legal effect. 
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WARRANTIES OR CONDITIONS 

Where the representations are intended to be part of the con- 
tract they may be considered as warranties or conditions. The 
remedy for a breach of warranty is an action for damages, but 
the contract cannot be rescinded; if there is a breach of condition 
the person suffering may rescind the contract. 

What is the legal position where a warranty does not appear in 
the final written form of the contract? 

Answering this question, The Accountant (London) supplies the 
following simple exposition of the law: 

“Let us begin by quoting a judicial definition from the well- 
known case of De Lassalle v. Guilford (1901, 2 K.B. 215): 

‘To create a warranty [as distinct from a mere representation 
inducing a contract and not forming part thereof], no special 
form of words is necessary. It must be a collateral undertaking 
forming part of the contract by agreement of the parties express 
or implied, and must be given during the course of the dealing 
which leads to the bargain and should then enter into the bargain 
as part of it.’ 

“For this purpose the warranty may be as to the existence of 
a certain condition of things in the present, equally as well as to 
a matter to be done at some date in the future. 

“De Lassalle v. Guilford itself illustrates a warranty as to a 
condition of things warranted to exist at the date of the contract 
itself. 

“There the defendant took a lease of a house, but he refused 
to hand over the counterpart which he had signed, unless he received 
an assurance that the drains of the house were in order. On receiv- 
ing this assurance, he handed over the counterpart. The drains, 
however, were not in order. The lease itself, it should be observed, 
made no mention at all of drains. It was held, however, that the 
plaintiff was entitled to damages, since the representation amounted 
to a collateral warranty which had been broken. 

“The question whether such statements are intended to have 
legal effect, and if so, to what extent, is one to be gathered from 
the totality of the evidence. 

“No decisive principles can be laid down. Such factors as, for 
example, whether on the one hand one of the parties is assuming 
to assert a fact of which the other is ignorant, or whether on the 
other hand he is stating an opinion or judgment upon a matter of 
which the other party has no special knowledge, but on which he 
may be expected also to have an opinion and to exercise his judg- 
ment, may be material and may give some indication as to whether 
the statement is a warranty (in the former case), or not (in the 
latter). But these factors are by no means decisive, and the expres- 
sions of judicial opinion to the effect that they were decisive on 
the points which were made in De Lassalle v. Guilford are therefore 
unsound, and in fact they were adversely criticised and rejected by 
the House of Lords in the later case of Heilbut Symons and Co. 
v. Buckleton (1913, A.C. 30). 


c 
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“In this case the plaintiff had asked the manager of a well-known 
rubber firm whether his firm were bringing out a prospective com- 
pany which the inquirer referred to as ‘a rubber company.’ The 
manager said “Yes,” whereupon the plaintiff further asked him 
whether this prospective company was all right, to which the 
manager replied that his own firm were bringing it out. This reply 
completely satisfied the inquirer, since the firm was one of the 
highest repute. On the strength of these statements the plaintiff 
purchased shares in the prospective company, an investment which 
subsequently proved to be an unfortunate one. The plaintiff there- 
upon brought an action claiming damages for breach of warranty, 
the warranty alleged being that the prospective company was a 
‘rubber company’ which, in fact, it was not. 

“The House of Lords held, however, that there was no evidence 
at all proper to be submitted to a jury as to whether the above 
answer amounted to a warranty. 

“Such collateral contracts, the sole effect of which is to vary 
or add to the terms of the principal contract, are viewed with sus- 
picion by the law. They must be proved strictly. Not only the 
terms of such contracts, but the existence of an animus contrahendi 
on the part of all the parties to them must clearly be shown. Any 
laxity on these points would enable parties to escape from the 
full performance of the obligations of contracts unquestionably 
entered into.” 


SUICIDE AND PUBLIC POLICY 


Few people (if any at all) could be found to say that the com- 
mitting of suicide is in accordance with public policy. 

This matter was raised in a more complicated though related 
form in a recent insurance case in England. An insured person 
who had paid premiums on his policy for nine years committed 
suicide in 1934 when (in the opinion of the jury) he was of sound 
mind, His administratrix claimed under the policy, but the insurers 
disputed the claim on the ground that it was contrary to public 
policy to pay the amount insured where death resulted from the 
felonious act of the insured. The policy contained the usual term 
of avoidance if suicide occurred with a year from the commence- 
ment thereof, but in the circumstances of the case this term was 
not relevant. The judge held that it was not contrary to public 
policy to pay the amount due to the administratrix (Beresford v. 
Royal Insurance Co. Ltd.). 


AMENDMENT OF BILLS OF EXCHANGE ACT 


A formal amendment of the Bills of Exchange Act is under dis- 
cussion by the Federal Parliament. Although formal it is of some 
importance. 

Section 77 of the existing Bills of Exchange Act provides, among 
other things, that a bill of exchange issued out of Australia is not 
to be invalid only by reason of the fact that it is not stamped in 
accordance with the law of the place where it was issued. This 
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section is similar in terms to Section 72 of the Bills of Exchange 
Act 1882 of the United Kingdom. The existing law relates to bills 
issued out of Australia only. 

Proposed new Section 77a covers this matter and is substan- 
tially similar in effect to Section 42 of the Finance Act 1933 of the 
United Kingdom. It provides that a bill issued in Australia and 
presented for acceptance, accepted, or payable, outside Australia 
shall not be invalid by reason only that it is not stamped, or is not 
properly stamped. It is provided further that any such bill may 
be received in evidence on payment of the proper duty and penalty, 
if any. Briefly, that is the provision proposed to be inserted in the 
Bills of Exchange Act, and the reason for the amendment of the 
law is the necessity for enacting legislation which will enable the 
Commonwealth to accede to the Convention of 1930 and thus bring 
Commonwealth law into line with similar legislation in the United 


Kingdom. 





WITHOUT PREJUDICE 


Where a letter written by one of the parties to a dispute to the 
other, is expressed to be “without prejudice,” neither that letter 
nor the answer to it can be given in evidence on the part of the 
writer of the first letter, although the answer is not expressed to 
be “without prejudice.” 

It has also been decided that letters passing between the solicitors 
of the parties and written “without prejudice” are inadmissable not 
only against the parties, but also against the solicitors. So, where 
a correspondence has begun with a letter written “without pre- 
judice,” that covers the whole correspondence. 

On one occasion, a judge said : “What I understand by a negotia- 
tion without prejudice is this: plaintiff or defendant, a party liti- 
gant, may say to his opponent, ‘Now you and I are likely to be 
engaged in severe warfare; if that warfare proceeds, you under- 
stand I shall take every advantage of you that the game of war 
permits; you must expect no mercy and I shall ask for none; but 
before bloodshed let us discuss the matter, and let us agree that 
for the purpose of this discussion we will be more or less frank; 
we will try to come to terms, and that nothing that each of us says 
shall ever be used against the other so as to interfere with our rights 
at war, if unfortunately war results.’ That is what I understand 
to be the meaning, not the definition, of ‘without prejudice.’ ” 

The words have been explained by another judge in the follow- 
ing terms: “I think they mean without prejudice to the position 
of the writer of the letter. If the terms proposed in the letter are 
accepted, a complete contract is established, and the letter, although 
written without prejudice, operates to alter the position of affairs 
and to establish a contract of which specific performance would be 
given. Supposing a letter is written without prejudice, it is accord- 
ing both to authority and to good sense that the answer also should 
be without prejudice.” 

As regards the non-admissibility in evidence of such letters, it 
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should be noted that the rule has no application to a document 
which in its nature and character may prejudicially affect the person 
to whom it is addressed if he should reject the terms offered 
thereby; and it does not therefore apply to a notice of an act of 
bankruptcy. Neither does the rule apply unless some person is in 
dispute or negotiation with another, and terms are offered for the 
settlement of the dispute or negotiation. The Court is necessarily 
entitled, therefore, to look at the document in order to determine 
whether the conditions under which the rule alone applies, exist. 
—The Accountant (London). 





WORKING PAPERS NOT SUBJECT TO WILL 


The New York surrogate’s court recently held that a public 
accountant has no power to bequeath his working papers by his 
last will and testament. This extends the law into a field hereto- 
fore not covered by statute or reported case, and the decision is 
of great importance to accountants practising without partners, 
because it prevents their willing working papers to assistants 
associated with them. Such an assistant must first establish a 
professional relationship with a former client of the decedent 
client and through him ultimately obtain the working papers when 
the executor sees fit to release them. We know of no similar 
decision in English law. The testator had been practising without 
a partner for a number of years prior to his death in 1933. By 
his will he made a bequest of “all of my office files and records” 
to his secretary, but he made his daughter executrix of his will. 
The executrix and the secretary disagreed about the custody and 
ultimate ownership of the working papers, and, in a proceeding 
to settle the accounts of the executrix, the court was asked to con- 
strue this clause in the will to determine, first, whether the phrase- 
ology itself covered working papers and, if so, whether or not 
testator had a legal right to dispose of them by his will. The court 
held that he had no such right and therefore it did not attempt to 
decide the academic question whether or not the language of the 
will would have been sufficient to pass title to them to the legatee. 
The matter of the ownership of working papers as between the 
client and the accountant was adjudicated in /pswich Mills v. Dillon, 
260 Mass. 433, by a decision of the highest court in Massachusetts. 
This is the leading if not the only case dealing squarely with this 
point. It was held there that the client owned only such papers 
as originated in the client’s office and that the public accountant 
owned all his working papers. The decision rested chiefly on the 
ground that a public accountant is not a client’s agent but an inde- 
pendent contractor. The court declared that working papers 
prepared by accountants for their own use and as a basis for their 
reports belonged to the accountants and should be retained by them, 
because it might be necessary for the accountants to have them 
“if the accuracy of their work was questioned.” The court further 
stated that the client’s interest in the confidential information stated 
in the working papers did not give the client title to them. It might 
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be inferred that because the accountant had title to the papers he 
could do as he pleased with them and thus could dispose of them 
by his will. Under the decision by the New York surrogate no 
such inference can be drawn, and his decision seems to us to be 
sound. 
Ipswich Mitts Case Not 1n CoNnrFtLict 

When the Massachusetts court in the Jpswich Mills case stated 
that the client’s interest in the confidential information contained 
in the papers did not give the client title to them, it did not preclude 
the client from any appropriate proceeding to deter the accountant 
from disclosing such information to any other person. The 
accountant’s position as to confidential information is analogous 
to that of the recipient of a letter. If A writes to B that A is 
insolvent, B can be enjoined from publishing the letter or other- 
wise disclosing information injurious to A. Now if A engages B 
to examine A’s books and thereby enables B to ascertain that A 
is insolvent, B should not be permitted to disclose that information 
by transferring his working papers or in any other way. There 
would, of course, be no objection to the transfer of the papers 
to another accountant whom the client had engaged to displace the 
former one, because in that case the transfer in effect would be 
made to the client through the client’s nominee. As to letters, the 
law is clear that although the receiver has title, the sender has a 
property right in them which enables him by injunction to prevent 
their publication. If the law is thus properly zealous in protecting 
the confidence impliedly imposed by the writer of a letter on the 
person to whom it is sent, how much more zealous ought it to be 
in protecting the confidence expressly imposed by a client in the 
accountant to whom he opens wide all his confidential and financial 
records. 

ComMMENT BY “THE JOURNAL OF ACCOUNTANCY” 


It is true that, in the absence of a statute specifically exempting 
accountants, an accountant as a witness in court cannot refuse 
to disclose information on the ground that he acquired it as privi- 
leged communication, an exemption usually extended only to 
lawyers, medical men and clergy. But this lack of privilege is for 
the benefit only of persons who in a judicial proceeding have shown 
a legitimate right to information about the client’s affairs. It has 
no bearing upon the accountant’s right to disclose information 
by disposing of his working papers by his will. When a legacy 
fails the subject-matter of it usually passes to the residuary legatee 
or, if there be none, it becomes intestate property, that is to say, 
property not subject to the will. The rights of creditors have 
precedence over the rights of legatees, because the decedent can 
give away only what is not needed for the payment of his debts. 
Consequently, if working papers could be given away by will, they 
would be assets of the estate and would become subject to claims 
of creditors if the legacy of them should fail for any reason. That 
means that they could be sold at public sale for the purpose of 
raising funds. If that were the law, no prudent client would retain 
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a public accountant who was practising without partners, because 
he would realize that upon the death of the accountant a record of 
all the intimate details of the client’s affairs could be purchased 
from the accountant’s estate by anyone who cared to pay a suffi- 
cient price for them. Merely to state such a proposition would 
defeat it. Working papers should, however, be preserved by the 
executor of the estate until he believes all danger of actions by 
former clients for negligence, malpractice or fraud has passed. 
There is a tendency in the law to extend the list of actions which 
survive the death of one of the parties, and the estate should be 
prepared to defend itself against any action which might be started. 
The working papers would be indispensable in such defence. Surro- 
gate Delehanty held that after the executrix had assured herself 
that there was no basis for claims against the estate which would 
require the preservation of the papers for the protection of the 
estate, she should return to clients all papers which originated in 
their offices and destroy all working papers which the decedent 
himself had prepared. If it be impossible to return the former 
kind of papers to the clients, those also should be destroyed. Inci- 
dentally it is interesting to note that the statutes of Virginia and 
Florida are entirely consistent with the Jpswich Mills case and the 
case now under consideration. In each state the statute provides 
that working papers “shall be and remain the property” of the 
accountant in the absence of an express or written agreement 


between the “accountant and the client to the contrary.” Not only 
does neither of these statutes confer any power of transfer but 
each specifically states that working papers shall remain the 
property of the accountant. 


—The Journal of Accountancy. 





SPECIFIC OR GENERAL LEGACY? 


On the facts set out below, the Supreme Court of New South 
Wales held that in the absence of any context in the will to suggest 
the contrary the gift of “a war loan bond” was a general legacy. 
The facts were: 

One of the bequests made by the testratrix was as follows: “I 
also bequeath a Commonwealth war loan bond for £400, carrying 
5% interest, together with all my jewellery, to Joyce Lee Brady.” 
Miss Brady is an infant. The executor had found that at the date 
of executing her will (November 1, 1924) the testratrix possessed 
a Commonwealth loan bond of a face value of £400, but in 1928 
she converted it into Treasury bonds, which she subsequently sold, 
applying the proceeds to the purchase of certain shares. At the 
date of her death testratrix had no Commonwealth bond. 





STATUTE OF LIMITATIONS 
The Chief Justice of New South Wales, in giving judgment 
in a case where the defence was that the debt was barred under 
the Statute of Limitations, said that the law was that a statute- 
barred debt may be revived by part payment or by an acknowledg- 
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ment or promise. In the present case it was acknowledgment upon 
which the plaintiff relied. In New South Wales, in order that an 
acknowledgment or promise may operate as a renewal of a simple 
contract debt, it was necessary that it should have been made in 
writing by the debtor personally, and not by an agent, to the creditor 
or some agent of the creditor. It was necessary also that it should 
take the form either of an express promise to pay or of an acknow- 
ledgment (an admission) of the existence of the debt, expressed 
in such language as to imply a promise to pay. It was for the 
Court to determine the meaning of any particular writing which 
was relied on as an express promise or as an acknowledgment 
from which a promise could be implied. The tests to be applied 
to determine whether a writing constituted an acknowledgment 
were to see first whether it admitted the debt, and, second, whether 
it contained anything which was inconsistent with a promise to 
pay the debt which was admitted. 





SHARE TRANSFER DUTY—LIABILITY OF COMPANY 
OFFICERS 

During September the secretary of a Melbourne company was 
convicted of offences under the Victorian Stamps Act alleged to 
have been committed by him. The section under which the prose- 
cution was launched by the Comptroller of Stamps reads: 

“37. Every person whose office it is to enrol register or enter in or upon 
any rolls books or records any instrument chargeable with any duty who 
enrols registers or enters any such instrument not being duly stamped shall 
be liable to a penalty of Ten pounds.” 

The defendant was charged with having registered transfers of 
shares which had not been properly stamped. In one instance the 
amount of consideration paid by the transferee was expressed in 
pecuniary form but in the other the words “for valuable con- 
sideration” were used. In the former the prosecution alleged that 
as the amount of consideration was shown the transfer document 
should have borne the duty stamp for the receipt; in the 
latter instance it was alleged that there was a statutory obligation 
on the secretary to have ascertained the amount of the true con- 
sideration before registration, and if the consideration were inade- 
quate (or absent, as in a gift) the document must be taken to the 
Comptroller to have the duty assessed. There is a higher scale of 
duty for gifts. 

AcTIVITY OF COMPTROLLER 


From the secretary of the company concerned we have obtained 
a statement of the preliminary steps taken by the Comptroller. 
An official of the Stamps Office called to inspect the Register of 
Transfers and a number of Share Transfers, thirty of which he 
took away with him. Subsequently, the Comptroller got in touch 
with the shareholders concerned and obtained statutory declarations 
as to the consideration. Some shareholders were charged gift 
duty plus a penalty for late payment, and interest, and these matters 
were settled without prosecution. 
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The secretary adds: “Following the usual practice the transfer 
forms of this company contain the words ‘for valuable considera- 
tion,’ but occasionally a form is received in which the monetary 
consideration is shown. Amongst the transfers impounded was 
one of this type. One of the summonses issued was in respect to 
this. The other summons related to an instance in which a lady 
shareholder transferred some shares to her husband. The con- 
sideration was ‘natural love and affection.’ 

“The Comptroller suggests that the transfer forms should 
be altered by showing whether the amount of consideration is 
pecuniary or if it is for natural love and affection.” 

The secretary raises the question whether a transferee could not 
compel registration of the transfer without divulging the nature 
of the consideration. 


FuRTHER COMPLICATIONS POSSIBLE IN VICTORIA 
At present there is a Bill before the State Parliament imposing 
a duty on all transfers of shares on an ad valorem basis. If passed 
the position will become clarified, let us hope, as to whose shall be 
the obligation to see that the duty shall be affixed. If the Bill does 
not become law there is likely to be much resentment and litigation 
before the true position is determined by a higher court. 
Some sharebrokers have suggested that a covering letter might be 
attached to the transfer form, stating that the shares had been 


purchased for the client at the market price ruling on the day of 
sale. The Act already provides for an ad valorem duty on the 
broker’s contract note. 


Was THE Conviction Sounp In Law? 

This brings us to a consideration of the legal points involved in 
the prosecution. 

Neither the Companies Act nor the Stamps Act makes it obli- 
gatory on a secretary (or upon any officer of the company) to 
register transfers. At most it is a matter of discretion for the 
directors to approve a transfer. Until the Bill referred to above 
is law there is no duty chargeable on share transfers as such. 
Whether the transfer document can in any case be deemed to be 
a receipt would depend on the presence of clear words acknow- 
ledging the receipt of payment. 

The company is not a party to the contract between the trans- 
ferror and transferee and it is reasonable to hold that the Comp- 
troller should look to the parties concerned (as he apparently did 
as set out above in several cases) and not to a third disinterested 
party. 

As one counsel has pointed out, the Stamps Act being penal in 
nature, its provisions must be clearly and strictly interpreted, and 
penalties can only attach to persons upon whom statutory duties 
are imposed. The Act imposes no obligations upon companies and 
their secretaries. 

The defendant, we are told, is not appealing, so we will have to 
wait until somebody else makes a test case of the new practice. 
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Bankruptcy Section 
Edited by A. H. OuTHwalrtE, F.c.A. (AUST.) 


APPLICATION FOR DISCHARGE 
OFFICIAL RECEIVER’s REPORT 


Not the least of the multifarious duties imposed upon a trustee 
in bankruptcy as an officer of the court is the compilation of a 
report to the court upon the bankrupt’s application for an order 
of discharge from his debts. 

Section 119 (5) provides that on the hearing of the application 
the court (a) shall take into consideration any depositions of the 
bankrupt and any other evidence produced or received, and a report 
in writing of the Official Receiver as to the bankrupt’s conduct, 
trade dealings, property and affairs, and as to his conduct during 
the proceedings under the bankruptcy. 

Although the subsection provides that the report is to be by the 
Official Receiver, the facts are not within his knowledge where a 
trustee has been appointed to administer the estate so that in prac- 
tice the trustee reports to the Official Receiver, who embodies the 
trustee’s report in his own. 

There is no obligation upon a bankrupt to apply for his certifi- 
cate within any limited time, and it frequently occurs that a bank- 
rupt will see fit to apply after the lapse of many years when all 
matters connected with the estate have become completely stale 
and the relative books and papers have been buried in the archives 
of the trustee’s office. The compilation of a proper report for the 
assistance of the court then becomes a difficult and harassing 
matter, and apart from his general report the trustee is not infre- 
quently called upon to furnish additional and more detailed infor- 
mation as to the truth or otherwise of some allegation by the 
bankrupt or an opposing creditor in the course of hearing of the 
application. The trustee receives, of course, no special fee or other 
remuneration for the hours of time which may be involved in 
reports of this description, their compilation and any necessary 
attendance at court being trifles which, with many such others, 
are unconsidered when the trustee’s remuneration is under con- 
sideration. 

To obviate the increase of burden which inevitably results from 
long postponement of the application for discharge trustees will be 
well advised to exercise the authority conferred by Section 119 (1). 
For the purpose of final winding-up of the estate the trustee need 
not as a rule go so far as to seek an order of the court compelling 
the bankrupt to apply for his discharge. When called upon to 
voluntarily apply he will make a virtue of necessity if (in case of 
need) his attention is drawn to the compulsory provision of the 
Section, and will prefer the role of willing applicant to that 
of a recalcitrant. A convenient time at which to call upon the 
bankrupt to seek his discharge is immediately after the final divi- 
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dend has been paid, as the trustee is then in a position to inform 
the court as to the total dividend paid by the estate, and as to the 
conduct of the bankrupt during the whole course of the winding-up. 

If the above suggestion is adopted as a regular course of pro- 
cedure the trustee will have the satisfaction of knowing that all 
the buried are dead and may rest in peace without fear of resusci- 
tation. 





BUSINESS CONDUCTED BY TRUSTEE—STATE 
INCOME TAX ON PROFIT—“INCOME FROM 
PROPERTY” RATE 


In terms of the comprehensive and somewhat remarkable defi- 
nition of “income from property” contained in the State Income 
Tax Act 1928, the profit derived by a trustee from a retail shop 
business conducted by a trustee in bankruptcy has, in a case under 
notice, been assessed by the State Commissioner of Taxation at 
the rate applicable to income from property. The business is one 
formerly conducted by the bankrupt, and by authority of the 
creditors has, since bankruptcy, been carried on by the trustee with 
a view to ultimate realisation as a going concern, and whether 
because of the trustee’s supervision or in spite of it, has shown 
a substantial profit. The income represented by the profit of the 
business is, of course, not received or receivable by any beneficiary, 
and is not in fact received as income by anyone other than the 
trustee, but is in terms of the Bankruptcy Act applied in payment 
of creditors’ claims. The definition of the State Income Tax Act 
of income from property reads as follows: 

“Income derived by any person from the produce of property’ or ‘income 
the produce of property’ means all income derived in or from Victoria and 
not derived from personal exertion although such income has not been 
derived from the taxpayer’s own property: and notwithstanding anything 
in this Act all income subject to tax earned derived or received by or arising 
or accruing to a trustee in his representative capacity or received or receivable 
from the trustee by a taxpayer as a beneficiary shall be deemed and taken 
to be income the produce of property and be liable to tax accordingly.” 

On the one hand it is difficult to conceive that any legislature 
could intend to convert into income from property income which 
for all other purposes of the Act is derived from personal exertion 
merely because that income is derived by an officer of the Bank- 
ruptcy Court whose duty is not to pay such income to any bene- 
ficiary, but to apply it to the entirely different purposes prescribed 
by the Bankruptcy Act. On the other hand, the actual wording 
of the section is so all-embracing that it is difficult to escape its 
provisions in claiming that what is in truth and in fact income 
from personal exertion should be taxed as such. 

The question is under sympathetic consideration by the Com- 
missioner, and his view of the matter will be announced in a later 
issue. 
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Readers’ Questions and Replies 





LOCAL GOVERNMENT ACCOUNTING (N.S.W.) 
A Sydney correspondent (“E.S.J.”) submits the following ques- 


tion: 


“In connection with the accounts of a municipal council, what 
entries should be made to record the fullowing transactions: 


Jan. 1 The Council signs (or lets) a contract for the erection 
by the contractor of a bridge, at a cost of £2,000. 
Dec. 31 The contractor has been paid £1,000 and the engineer 


been completed. 


particularly the questions: 


be recorded in the accounts?” 


who has furnished the following answer: 








certifies that work to the value of a further £200 has 
I shall be glad if you will discuss this matter in the journal, and 


1. Whether or not upon the signing of the contract an account 
should be opened recording as a liability a creditor for £2,000. 
2. Is the liability, incurred upon the signing of the contract, 
in the nature of a contingent liability and, therefore, not to 


The question was referred to Mr. Ivo W. Kerr, B.EC., F.1.C.A., 
A.C.LS., a recognised authority on Local Government Accounts, 


“The New South Wales Local Government System of 
Accounts provides that all contracts entered into by a Council 
shall be entered into a Contracts Ledger. The progress pay- 
ments that are made from time to time will be entered therein, 
the idea, of course, being to prevent any possibility of over- 
payments. This Contracts Ledger is a subsidiary or Memo- 
randum Ledger and is not part of the double entry system. 

“Answering the particular questions asked by the corre- 
spondent the liability of the Council for £2,000 would not be 
brought into account upon the signing of the contract though 
particulars of the full amount payable would be entered in the 
Contracts Register. The £1,000 that had been paid at December 
31 would be debited to a fixed asset, the complementary credit 
being to the Bank Account. As the engineer certifies that at 


that date work to the value of a further £200 had been performed 
the usual Journal entry would be passed debiting the asset and 
crediting the Sundry Creditor concerned. The cash payments 
of £1,000 would be entered in the Contracts Register but not 
the Journal Credit as that subsidiary ledger only concerns itself 


with the cash paid.” 
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Company Law and Secretarial Practice Section 
EpiTep By J. S. McINNEs, F.I.C.A. 


SPECIAL AND EXTRAORDINARY RESOLUTIONS AND 
THE NEW COMPANIES ACTS 


The English Company Law Amendment Committee reported 
that the weight of evidence was distinctly in favour of the abolition 
of the necessity for two meetings in the case of special resolutions, 
the second meeting being merely a matter of form. Every experi- 
enced company secretary will agree with their statement that it 
was often a matter of considerable difficulty to get a quorum at 
the second meeting, and this not infrequently caused embarrass- 
ment and delay. The Committee accordingly recommended the 
abolition of the second meeting, but to give time to shareholders 
to consider a proposed special resolution and if necessary to get 
into touch with one another in order to arrange for any particular 
line of action the Committee recommended that the minimum 
notice of a meeting to pass a special resolution should be fixed by 
statute at not less than fourteen days (unless every shareholder 
entitled to vote agreed to accept a shorter notice in respect of any 
particular meeting). The Committee also recommended that only 
the votes of persons present and voting should be counted (i.e., 
that members present and not voting should be ignored). 

Effect was given to these recommendations of the Committee 
in S. 117 of the English Act of 1929, the 14 days recommended 
being extended to 21 days (adopted practically verbatim in S. 127 
of the 1931 Q. Act, S. 136 of the 1934 S.A. Act, S. 97 of the 
1936 N.S.W. Act, S. 125 of the 1933 N.Z. Act, and clause 117 
of the Victorian Bill). 

Section 117 runs as follows: 

PROVISIONS AS TO EXTRAORDINARY AND SPECIAL RESO- 
LUTIONS.—(1) A resolution shall be an extraordinary resolution when 
it has been passed by a majority of not less than three-fourths of such mem- 
bers as, being entitled so to do, vote in person or, where proxies are allowed, 
by proxy, at a general meeting of which notice specifying the intention to 
propose the resolution as an extraordinary resolution has been duly given. 

(2) A resolution shall be a special resolution when it has been passed by 
such a majority as is required for the passing of an extraordinary resolution 
and at a general meeting of which not less than twenty-one days’ (Note 1) 
notice, specifying the intention to propose the resolution as a special resolu- 
tion, has been duly given: 

Provided that, if all the members entitled to attend and vote at any such 
meeting so agree, a resolution may be proposed and passed as a special 
resolution at a meeting of which less than twenty-one days’ (Note 1) notice 
has been given. 

(3) At any meeting at which an extraordinary resolution or a special 
resolution is submitted to be passed, a declaration of the chairman that the 
resolution is carried shall, unless a poll is demanded, be conclusive evidence 
of the fact without proof of the number or proportion of the votes recorded 
in favour of or against the resolution. 

(4) At any meeting at which an extraordinary resolution or a special 
resolution is submitted to be passed a poll shall be taken to be effectively 
demanded, if demanded— 
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(a) by such number of members for the time being entitled under the 
articles to vote at the meeting as may be specified in the articles, so, 
however, that it shall not in any case be necessary for more than 
five members to make the demand; or 


(b) if no provision is made by the articles with respect to the right to 

demand the poll, by three members so entitled or by one member or 

two members so entitled, if that member holds or those two members 

| together hold not less than 15% of the paid-up share capital of the 
company. 

(5) When a poll is demanded in accordance with this section, in com- 
puting the majority on the poll reference shall be had to the number of 
votes to which each member is entitled by virtue of this Act (Note 2) or of 
the articles of the company. 

(6) For the purposes of this section, notice of a meeting shall be deemed 
to be duly given and the meeting to be duly held when the notice is given 
and the meeting held in manner provided by this Act (Note 2) or the articles. 

(Note 1). “fourteen days’ notice,” in S.A. Act. 

(Note 2). “this part,” i.e., “Part 1, Trading Companies,” in 
Vic. Bill. 

Subsections (1) and (2). The first point to be noted in con- 
nection with these subsections is that a majority of “not less than 
three-fourths” means a numerical majority of those present and 
voting, not regarding the number of votes to which each member 
is entitled, unless a poll is demanded. 

Only those present and actually voting are to be counted— 
members (or their proxies) present and entitled to vote but who 
in fact do not vote are not to be counted. This is an important 
alteration in the law previously existing. Under the previous law 
the number present at the meeting (in person, or by proxy where 
proxies were allowed) and entitled to vote, whether they actually 
voted or not, formed the basis of calculation for determining the 
three-fourths majority necessary for the passing of a special or 
extraordinary resolution; the effect of this was that shareholders 
present but not voting had to be counted as if they had voted 
against the resolution. Under the new law, the number actually 
voting is the basis. 

(There being no statutory definition of an ordinary resolution, 
the common law meaning applies. An ordinary resolution is one 
passed by a simple majority of such persons as, being entitled so 
to do, vote in person, or, where proxies are allowed, by proxy, at 
a meeting duly convened. The votes of persons present but not 
actually voting on an ordinary resolution are not counted). 

In the case of an extraordinary resolution the intention to pro- 
pose the resolution as an extraordinary resolution must be set out 
in the notice convening the meeting, and in the case of a special 
resolution the intention to propose the resolution as a special 
resolution must be clearly stated. 

This requirement is complied with by a notice to the following 
effect : 


Notice is hereby given that an extraordinary general meeting 
of the A B C Co. Ltd. will be held, etc., when the following 
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resolution will be proposed as a special (or, an extraordinary, 
as the case may be) resolution ; 


or 
for the purpose of considering, and, if thought fit, passing, the 
following special (or extraordinary) resolution. 


The only difference between a special and an extraordinary 
resolution is in the number of days’ notice, a meeting to pass a 
special resolution requiring not less than 21 clear days’ notice, 
irrespective of any provision in the articles of the company, whereas 
the length of notice of a meeting to pass an extraordinary resolution 
depends upon the provisions of the company’s articles. 

It should be clearly understood that under S. 117 only one 
meeting of a company is necessary to pass a special resolution. 

(The important proviso to Subsection (2) will be discussed on 
another occasion. ) 

The 21 days’ notice must be 21 clear days—see the note here- 
under on the Hector Whaling case. 

Subsection (3). The declaration of the chairman that an extra- 
ordinary or a special resolution has been carried on a show of 
hands (a poll not having been demanded) is, in the absence of 
fraud or obvious mistake, conclusive (and not merely prima facie) 
evidence of the fact that the resolution has been carried, and this 
prevents any question being re-opened in legal proceedings, even 
if evidence is forthcoming that the chairman’s declaration was 
wrong. Arnot v. United African (1901, 1 Ch. 518 C.A.). 

The declaration of the chairman is, however, not conclusive 
where, in making it, he states the figures for and against, and those 
figures show that his declaration is inaccurate; or where, on the 
face of the proceedings, it is plain that the resolution has not been 
carried by the requisite majority (Re Caratal (New) Mines Lid., 
1902, 2 Ch. 498; Re Clark & Co., 1911, S.C. 243). Of course the 
declaration of the chairman would not be conclusive where there 
was no quorum present. 

Subsection (3) applies to extraordinary and special resolutions 
only, but clause 50 of Table A of the English Act of 1929, and the 
articles of many companies, extend the principle of the subsection 
to other resolutions (i.e., ordinary resolutions, and resolutions 
which, under the articles, require some specified majority) #f 
accompanied by an entry to that effect in the minute book (“...a 
declaration by the chairman that a resolution has, on a show of 
hands, been carried, or carried unanimously, or by a particular 
majority, or lost, and an entry to that effect in the book of the 
proceedings of the company, shall be conclusive evidence of the 
fact, without proof of the number or proportion of the votes 
recorded in favour of or against that resolution.” Table A, clause 
50.) 

The chairman’s declaration is made conclusive only when a 
poll is not demanded. When a poll is demanded, the question 
whether a resolution has or has not been carried on the poll is a 
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question of fact, not depending upon the declaration of the chair- 
man of the meeting. 

Under Subsection (4) a poll may be demanded by such number 
of members entitled to vote, not exceeding five, as may be specified 
in the articles, but it is not necessary in any case for more than five 
members to make the demand for a poll on an extraordinary or 
special resolution. 

The demand for a poll on resolutions other than extraordinary 
or special resolutions is governed by the provisions of the articles 
of a company. 

For example, if the articles of a company provided for ten 
members demanding a poll, this provision would be valid in the 
case of an ordinary resolution, but for an extraordinary or special 
resolution five would suffice, as the statutory maximum of five 
would override the articles in the case of extraordinary and special 
resolutions. 

Subsections (5) and (6) refer to “this Act”—presumably the 
reference is to Section 115 (dealt with in these notes in the last 
issue of the Journal). 

The new provision with regard to special resolutions will render 
the vast majority of existing articles of association very mislead- 
ing to those who consult them for guidance with regard to meetings 
of the company to pass special resolutions, and secretaries would 
do well to advise their Boards to take the earliest opportunity of 
amending the articles of their companies to comply with this and 
other new provisions in the new legislation 


“Not Less THAN 21 Days’ Notice” 


The computation of time or intervals of time under Acts of 
Parliament is often a very difficult matter and it has been the 
subject of numerous decisions. The most recent decision is that 
in In re Hector Whaling Limited (1936, 1 Ch. 208). The com- 
pany named petitioned for confirmation of a reduction of its 
capital. At the hearing of the petition the question arose whether 
the special resolution for the reduction of capital had been properly 
passed in accordance with the provisions of S. 117 (set out above). 
The notice convening the meeting of the company was dated May 
8, 1935, and it convened an extraordinary general meeting for 
May 30, 1935. The notice was posted on May 8, 1935, and by 
virtue of art. 138 of the company’s articles was deemed to have 
been served on May 9, 1935. 

The relevant articles were as follow: 

“133. A notice or other document may be served by the com- 
pany upon any member either personally or by sending it through 
the post in a pre-paid letter addressed to such member at his regis- 
tered address. 

“138. Any notice or other document if served by post shall be 
deemed to have been served on the day following that on which 
the letter containing the same is put into the post, and in proving 
such service it shall be sufficient to prove that the letter containing 
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the notice or document was properly addressed and put into the 
post office as a pre-paid letter or pre-paid registered letter as the 
case may be. 

“139. Where a given number of days’ notice or notice extending 
over any other period is required to be given, the day of service 
shall be counted in such number of days or other period.” 

The principal argument for the company was that Sub-s. (6) 
of S. 117 made the notice valid if it was given in manner provided 
by the articles, and the combined effect of Sub-s. (6) and articles 
133 and 138 was to enable the notice to be deemed to have been 
served at the expiration of the day on which it was presumed to 
have been posted. 

In giving judgment Bennett J. (after stating the facts) said: 
“The first point to be decided is what is meant by the phrase 
‘not less than 21 days’ notice’ contained in Sub-s. (2) of S. 117. 
In the interests of everybody it is of importance that there should 
be no doubt as to the meaning of a phrase in a section of almost 
daily use. I do not think there is any doubt about its meaning, 
and I. . . decide that the phrase means 21 clear days exclusive 
of the day of service and exclusive of the day on which the meeting 
is to be held. 

“The question then arises whether the effect of Sub-s. (6) of 
S. 117 is to enable the company to say that the statutory require- 
ment of Sub-s. (2) that there was to be 21 clear days’ notice has 
been cut down by the provisions of art. 139... . 

“Art. 139 in my judgment has nothing to do with the service of 
the notice and nothing to do with the manner in which the notice 
is given. It is concerned entirely with the way in which time is 
to be measured, and J can see no ground on which I can properly 
decide that a company can by its articles of association curtail the 
length of time which Parliament has said must elapse between the 
date on which the notice is served and the date on which the mcet- 
ing is held. Sub-s. (6) is concerned solely with the method of 
giving notice. Therefore I come to the conclusion that art. 139 
is irrelevant for the purpose of the question which I have to decide. 

“In my view the company has failed to prove that the special 
resolution was properly passed. I will, therefore, adjourn the 
further hearing of the petition to enable the company to call a 
fresh meeting.” 

It should be noted that the Companies Act and Table A are 
not consistent in the computation of the time of notices of company 
meetings. By clause 42 of Table A of the 1929 Act, “Subject to 
the provisions of S. 117, Sub-s. (2), of the Act relating to special 
resolutions, seven days’ notice at the least (exclusive of the day 
on which the notice is served or deemed to be served, but inclusive 
of the day for which notice is given) . . . shall be given. . . .” 
The articles thus indicate that, except in the case of special resolu- 
tions, clear days’ notice are not required, and therefore, where 
Table A of the 1929 Act (or a State equivalent) applies, two dif- 
ferent systems of computation of time apply to notices. As decided 
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above in the Hector Whaling Co. case, in the case of special reso- 
lutions, 21 clear days’ notice is necessary, i.e., exclusive of the day 
of service of the notice and exclusive of the day on which the 
meeting is to be held; in other cases the day on which the notice 
is served must be excluded, but the day for which the notice is 
given may be included. 

It has been questioned whether in the case of a statutory notice, 
the articles of association of a company can legally provide that 
notices posted on one day shall be deemed to be served on the next 
day, irrespective of the time actually required to deliver the letter 
in the ordinary course of post. There does not appear to be any 
good ground for this doubt as article 103 in Tabie A of the 1929 
Act expressly provides to this effect in the case of notices of meet- 
ings. Any provision in Table A cannot be ultra vires, for that 
Table is a part of a statute, and any article analogous to a clause 
in Table A is equally valid. (Trevor v. Whitworth, 1887, 12 App. 
Cas. 409; Lock v. Queensland Investment, etc., Co., 1896, A.C. 
461.) 

The provision that a notice shall be deemed to be served twenty- 
four hours after it has been properly addressed, stamped and posted 
is a comparatively recent development in company articles. Many 
articles of association contain that very unsatisfactory provision 
in Table A of the 1862 Act (clause 97) that “any notice, if served 
by post, shall be deemed to have been served at the time when the 
letter containing the same would be delivered in the ordinary course 
of post,” and the computation of the length of notice of a meeting 
to pass a special resolution (or, indeed, any general meeting) under 
such an article requires very great care. 





Book Reviews 


The New South Wales Companies Act 1936, and the Changes 

from the Companies Acts 1899-1935. Pp. 94. 

The New South Wales Division of the Commonwealth Institute 
of Accountants is to be heartily congratulated on the practical 
service it has rendered its members by the issue of a brochure on 
the new Companies Act of New South Wales. The publication has 
been supplied free of charge to all members of the New South 
Wales Division, and a limited number of copies is also available 
to members of the Institute at the low price of 1/6 each. 

The brochure is not a complete exposition of the new Act. It 
is merely what it purports to be—a summarised explanation of 
the 1936 Act, mainly confined to a statement of the changes in the 
law, and the new Act makes many far-reaching amendments to 
the law relating to companies. In some cases the notes consist of 
a running explanation of the new provisions; in other cases the 
sections enacting new provisions are set out verbatim. 

Although the booklet consists principally of a concise statement 
of the amendments to the existing law there are a number of 
instances in which the authors comment on the new provisions, and 
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we have found these comments most interesting, instructive and 
reliable. 

There are, however, one or two points upon which we are unable 
to agree with statements in the booklet. By S. 92 (1) of the new 
Act “An ordinary general meeting of every company shall be held 
once at the least in every calendar year, and not more than fifteen 
months after the holding of the last preceding general meeting.” 
This provision is based on S. 112 (1) of the English Act of 1929, 
which, however, only provides for the holding of “a general meet- 
ing.” In the booklet it is stated that “it would seem that an extra- 
ordinary meeting might be sufficient compliance with S. 92.” With 
respect we do not think this is so. An extraordinary general meet- 
ing is a general meeting, but an extraordinary general meeting is 
not “an ordinary general meeting,” and we do not think the hold- 
ing of an extraordinary general meeting would be a compliance 
with S. 92 (1) of the New South Wales Act. 

On p. 48 it is stated that “It is advisable in the convening of 
this” (the statutory) “meeting to state that it is to be the statutory 
meeting.” On the authority of the very definite decision of 
Parker J. in Gardiner v. Iredale (1912) 1 Ch. 700, the notice con- 
vening the statutory meeting must state that the meeting is to be 
the statutory meeting. 

It is stated on p. 25 that “It might be advisable for companies in 
future to keep separate minute books for general meeting proceed- 
ings and for proceedings of directors.” This statement could have 
been made much stronger. As stated in the booklet, by S. 101 the 
books containing the minutes of proceedings of any general meet- 
ing are to be open to inspection by any member of the company 
on the terms and conditions set out in the section, but the minute 
book relating to meetings of directors is not so open. It is there- 
fore very advisable for a company to keep two minute books— 
one for meetings of members, and one for meetings of directors. 
This is now the universal practice in Queensland, and, we under- 
stand, in England. As the provision for inspection is not retro- 
spective, the minute book at present in use could be continued for 
meetings of the directors, and a new minute book commenced for 
minutes of meetings of the company. 

The bulk’of the work in preparing the pamphlet was done by 
Mr. S. W. Griffith, the President of the New South Wales Division 
of the Commonwealth Institute, and he had the assistance of Messrs. 
H. J. Trist (the General President of the Institute) and R. D. 
Bogan, a member of the New South Wales Divisional Council. 
The authors are to be complimented on the production of such a 
useful brochure. 

J. S. McInnes. 





Company Accounts. By Ivo W. Kerr. (The Law Book Co. of 
Australasia Ltd.), Sydney, 1936. Pp. 179. Price 7/6. 
Mr. Kerr has continued his useful work for accountancy students 
by the publication of this clear and well-arranged book on Company 
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Accounts. Students will welcome particularly the excellent selec- 
tion of problems which it contains, and the author’s method of 
working the problems by steps, with appropriate explanations of 
each step. 

As a lecturer in accountancy, Mr. Kerr understands the diffi- 
culties of students, and he has set himself, with a considerable 
measure of success, to give particular attention to those points 
which are likely to be most troublesome to students. 

There are some omissions of matter which one would like to 
see included, notably the nature of Reserves and Reserve Funds, 
and the treatment of Share Premiums arising on the re-issue of 
Forfeited Shares. 

The book has been prepared primarily for the use of students 
in New South Wales, but an effort has been made to make it 
acceptable in other States as well. This is a grave difficulty which 
faces text-book writers (and editors) in Australia, and it is a 
matter almost of impossibility to deal with all the points of differ- 
ence between the laws of the various States. Two examples of 
this difficulty may be mentioned. On p. 125, the order of priority 
of creditors in company liquidations is discussed, and the position 
in New South Wales is explained as being governed by the Bank- 
ruptcy Act. Victorian students should note that the Victorian 
Act (S. 207) provides that: 

“Except so far as is otherwise enacted in the winding up of an insolvent 
company the same rules shall prevail and be observed with regard to the 
respective rights of secured and unsecured creditors and to debts provable 

. as are in force for the time being under the law of insolvency with 
respect to estates of persons placed under sequestration. .. .” 

This reference to the law of insolvency has been interpreted as 
relating to the old Victorian Insolvency Act and not to the Bank- 
ruptcy Act. There are certain differences between the provisions 
of the two Acts which make the distinction of some importance 
to liquidators in Victoria. (See article on Rights of Landlords 
ina Winding-up : Commonwealth Journal of Accountancy, October, 
1931.) 

Under Victorian law the published balance sheet of a company 
must distinguish between the amount of capital paid up in money 
and the amount paid up otherwise than in money. The balance 
sheet given on p. 69, as part of the solution to a problem relating 
to the accounts of a limited company, does not make this distinction, 
and to that extent would therefore not comply with the present 
Victorian law. 

Mr. Kerr makes what is to us a novel use of the term Inner 
Reserve. On p. 96, this term is introduced to describe a “reserve” 
set up to provide for possible losses on stock. We have always 
understood the term “inner reserve” to relate to a form of undis- 
closed reserve, which is, we find, the definition given in Dawson’s 
Compendium. As it is used by Mr. Kerr, it provides one more 
illustration of the unfortunate lack of certainty in accounting 
terminology. 
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In Chapter IX, which deals with Liquidation Accounts, the effect 
on distributions to shareholders of the decisions Jn re Hodge’s Dis- 
tillery Co. ex parte Maude and In re Kinatan (Borneo) Rubber Ltd. 
are discussed. (Incidentally, the name Kinatan is given as Kinaton 
throughout this discussion.) Mr. Kerr holds that “it has, I fancy, 
always been felt, both by the commercial community and the 
judiciary, that a wrong interpretation had been placed on the words 
in question, and later decisions have been in the direction of revers- 
ing that dictum if by any chance they can be differentiated by 
Maude’s case.” This is surely an over-statement. It seems to us 
that the rule laid down in Maude’s case, i.e., that, in the absence 
of a provision to the contrary in the articles of association, share- 
holders are liable to contribute to losses in proportion to the 
nominal amount of the shares held by them, might well be regarded 
as equitable in the sense that the share of the risk undertaken by 
an applicant for shares should be determined by the amount of 
capital which he agrees to’ contribute. Palmer's Company Prece- 
dents: Fourteenth Edition, Part I (p. 730), puts it much more 
mildly than does Mr. Kerr: “It is not unusual to qualify (by the 
articles) the rule laid down in Maude’s case.” 

The solution (on pp. 74-76) of a problem dealing with profits 
prior to incorporation raises an interesting question. Mr. Kerr’s 
treatment is based on the assumption that the date as at which 
apportionment should take place.is the date of incorporation. 
Our view would have been that the proper point is the date at which 
the company is entitled to commience business, on the ground 
that a company cannot earn profits until it commences business. 
This view is in accordance with the treatment of the point by 
Carter, Pixley and Dicksee. Dicksee, however, qualifies his opinion 
by the statement that “Some authorities state the profits earned 
since the date of registration are divisible. There is no legal decision 
upon the matter, one way or the other.” 

Examiners are unpopular people and nowadays seem to be fair 
game. One questions, however, whether it is altogether wise to 
plant in students’ minds the thought that “apparently examiners 
are a conservative lot who know only the earlier decision and expect 
the problems they set to be answered along those lines” (p. 130). 
Of course, that feeling is probably due to the fact that the present 
reviewer is an examiner himself. But then, so is the author! 

A. A. FitzGERALp. 





Small Contractors’ Accounts and Costs 
By Percy E. WILTSHIRE, A.I.C.A., F.A.1.S. 


In recommending the installation of a system of Cost Accounting 
for a comparatively small business, one is almost invariably con- 
fronted with the question of the cost of operating such a system, 
and, in addition to innumerable difficulties, frequently more 
imaginary than real, suggested by the principals of such businesses, 
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the question is naturally asked whether the saving to be effected 
by the installation of an efficient system of costing will justify the 
expenditure involved in its operation. 

In this article, the writer will attempt to describe a system in actual 
operation in a business conducted by a firm of engineers in Sydney ; 
the system is simple but effective, and with slight variations to meet 
special requirements, is applicable to businesses of many other 
classes of contractors. 

The business under review is one in which the firm undertakes 
contracts for the installation of a certain type of plant, which entails 
a considerable amount of manufacturing work in the firm’s factory, 
and when it reaches a certain stage, the product is dismantled and 
removed from the factory to the required site, where it is re- 
assembled and erected by the firm. There is no uniformity of 
dimensions or values, contracts varying in size and cost, and as 
the work is usually tendered for, too much skill and care cannot be 
exercised in the preparation of designs and estimates. It is essen- 
tial, therefore, that accurate costs should be kept of all contracts, 
and that the cost of each contract should be compared with the 
original estimate. 

The costing system is dovetailed into the accounting system by 
means of a Cost Ledger, and a Cost Ledger Adjustment Account 
in the General (or Private) Ledger. 

The Cost Ledger is ruled in such manner as to reveal the cost 
of each factor contributing to the total cost of each contract, and 
thus facilitate ready comparison with the estimates. The following 
specimen ruling of a page in the Cost Ledger (Fig. 1) will afford 
sufficient explanation of that aspect. 


COST LEDGER 











Contract No..........+. Dr. Cr. 
Par- Materials iin, : 
Date Il iculars| Folio|| Sundries) — Wages|/ Total || Date || sculars| F olio|| Amount 














































































































Fig. 1—Specimen page of Cost Ledger 


The Staff consists of the following :— 


General Manager (Senior Partner). 
Assistant General Manager (Junior Partner). 
Accountant. 
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Stenographer. 

Works Manager. 

Draughtsman. 

Foremen, Artisans, Apprentices and Labourers. 


The Books of Account are :— 
(1) Private, or General Ledger. 
(2) Purchase, or Creditors’ Ledger. 
(3) Debtors’ Ledger. 
(4) Cost Ledger. 
(5) Cash Book. 
(6) Purchase Journal. 
(7) Invoice, or Sales Journal. 
(8) General Journal. 
(9) Wages Analysis Book. 
(10) Stores Ledger (or Stock Book). 
(11) Stores Journal. 
(12) Petty Cash Book. 
(13) Bills Book. 


In addition to the foregoing, there are two important books, 
which, although not forming part of the accounting system, are 
essential auxiliaries to the system; these books are :— 

(1) Enquiry Register. 
(2) Works Order Book. 


Enquiry Register 
In this book a record is made of all enquiries received from cus- 
tomers and prospective customers, and the various steps which are 
taken to follow up each enquiry to its conclusion, either in the 
form of a contract, or non-acceptance of a tender. An illustration 
of the ruling, heading, and entries in the Enquiry Register is given 
in Fig. 2. 











Nature Nature Date 
Enquiry of Customer o a Tenders — Remarks 
No. Enquiry Work Close 
11101 | Telephone} A.B.C. Co.| Installa- G.M. 30/6/36} £1,000 Accepted 
, tion of (Contract 
Machinery 5000) 
11102 | Advertise-| N.S.W. a _ $1/7/36| £10,000 Accepted 
ment Govern- (Contract 
ment 5005) 
11103 Letter | X.Y.Z.Co.| Boilers A.G.M. « £2,000 | Decision de- 
Ltd. ferred—follow 
up on 1/9/36 
11104 a Smart Heaters eo 6/7/36 £100 Accepted 
& Co. (Contract 
5001) 























Fig. 2—Enquiry Register 


Works Order Book 


On receipt of an order from a customer, a notation is made in 
the Enquiry Register, and a Works Order is made out in dupli- 
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cate, the original being handed to the Works Manager, and the 
carbon copy remaining in the book as an office record. This order 
is the Works Manager’s authority to proceed with the work; the 
works orders are numbered consecutively and constitute contract 
numbers. 
Contracts are divided for costing purposes into two sections, 
viz. :— 
(1) Manufacturing Costs. 
(2) Erecting Costs. 
As cost of erection in this class of business is not subject to 
Sales Tax, the division of the costing serves two purposes, viz :— 


(1) It affords a better comparison with the estimates. 
(2) It facilitates the preparation of Sales Tax Returns. 
Provision is made on Works Orders for a division of the costs, 
e€.g.:— 
Contract No. 5000/1 = Manufacturing Work. 
Contract No. 5000/2 = Erection. 


Costs 
The principal factors in the cost of contracts are :— 
(1) Estimating and Designing. 
(2) Wages. 
(3) Materials. 
(4) Stores. 
(5) Sundries. 


Supervision. 
Electrical Power. 
(6) On Cost J Depreciation of Plant and Machinery, etc. 
Factory Expenses. 
Administrative Expenses. 


Materials 

On receipt of a Works Order, the Works Manager will refer 
to the estimates, and prepare his requisitions for the materials 
required. Orders are then placed by the office with various sup- 
pliers for the materials, and suppliers are requested to quote the 
respective Order Nos. and Contract Nos. on their invoices to 
facilitate checking and costing. The invoices are checked as to 
receipt of goods by the Works Manager, and checked as to prices 
and extensions by the Accountant, and, after being initialled by 
those officials, they are filed temporarily pending the end of the 
month, when they are checked with suppliers’ monthly statements. 


Purchase Journal 

At the end of each month, the suppliers’ invoices, having been 
checked with the monthly statements, and arranged in alphabetical 
order, are entered in the Purchase Journal, which is ruled and 
headed as shown in Fig. 3. 
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State- 
r || Invoice} Contract ||Contract || Contract ||Contract 
Date|/ Supplier | "Folio || Total || ment || Stores ||Plant// x7, 5001 || No. 5002 || No. 5003|| No. 5004 


- Total 























































































































Fig. 3.—Purchase Journal 


Each amount in the Statement Total column is posted to the 
credit of the respective supplier’s account in the Purchase Ledger, 
and the monthly totals are posted as follows :— 


(1) Total of Statement Total column is posted to the credit 
of Purchase Ledger Adjustment Account in the Private 
Ledger. 

(2) Total of Stores column is posted to the debit of Stores 
Account in the Private Ledger. 

(3) Total of Plant column is posted to the debit of Plant 
Account in the Private Ledger. 

(4) The total of each Contract column is posted to the debit 
of each respective contract account in the Cost Ledger, 
and to the debit of Cost Ledger Adjustment Account in 
the Private Ledger. 


The effect of the foregoing postings is :— 

(1) The total of the debits posted from the Purchase Journal 
to various contract accounts in the Cost Ledger agrees 
with the total debits posted from the Purchase Journal 
to Cost Ledger Adjustment Account in the Private Ledger. 

(2) Debits and Credits posted from Purchase Journal to 
Private Ledger agree in total. 

(3) Credits posted from Purchase Journal to various Sup- 
pliérs’ Accounts in Purchase Ledger will agree with the 
total credit posted from Purchase Journal to Purchase 
Ledger Adjustment Account in Private Ledger. 


Stores 

In a large manufacturing business, Stores are under the control 
of a Storekeeper, who is responsible for the receipt, issue and 
costing of all stores used in the business, but in a small concern, 
wherein the volume of transactions is too small to warrant the 
expense of employing an official in that capacity, the custody and 
issue of stores is often delegated to an employee who performs 
other duties, under the supervision of the Works Manager. 
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Goods received into the Store are debited to Stores Account in 
the Private Ledger from the Purchase Journal. 

As stores are issued for a contract, a requisition is sent to the 
Accountant, who makes the necessary entry crediting the appro- 
priate Stock Account in the Stores Stock Book, and also enters 
the requisition in the Stores Journal, which is ruled and headed as 
shown in Fig. 4. 





Requisi- pe Contract Contract |} Contract |} Contract 
tion No. No. 5001 No. 5002 No. 5003 || No. 5004 






















































































Fig. 4.—Stores Journal 


The totals of the various columns in the Stores Journal are 
posted monthly to the debit of the various Contract Accounts in the 
Cost Ledger, and the grand total for the month is posted to the 
debit of Cost Ledger Adjustment Account and to the credit of 
Stores Account in the Private Ledger. 


Wages 

Each employee is supplied with a weekly time sheet on which 
he is required to record the time worked by him each week. A 
specimen of such weekly time sheet is shown in Fig. 5. 


INVINCIBLE ENGINEERING Co. 
Employees’ Time Sheet 
Employee W. White. Occupation, Foreman. Week Ending....... 

































































Contract No. |M n|Tue | Wed (hu.| Fri. | Sat. || 7%! | Rate || Amount 
5000 ajali-!l|-|-I|- 8% 2/6 |} 1 111 
5001 43 44 4k 4 - - 17% a 231 
5002 — - 4i 2s 2 - 8% a 1 111 
5003 _ _ _ 23 23 _ 4% ” 011 3 
5004 neta 2 ao 2 oe 2 oe 4% na 011 3 
Factory Repairs . .| — _ - — _ _ == = om 
Total Hours . t? 8} 8 8} 8} - 43% 2/6 6 9 6 
Commencing Time . | 7.30 | 7.30 | 7.30 | 7.30 |730 | — 
Finishing Time . .|5.0 [5.0 |5.0 [50 | 5.0 _ 
Ordinary Time . ./| 8? 8} 8} 83 2 - 
Qwertime . . « « « - - _ _— —- _ 








Fig. 5—Employees’ Time Sheet 
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Each week the time worked and wages earned by each employee 
are entered in a regulation wages book complying with the pro- 
visions of the industrial award governing the industry, and a cheque 
is drawn for the total wages earned. The amount of the cheque 
is, in due course, entered in the Cash Book, and posted from there 
to the debit of Wages Account in the Private Ledger. 

The Wages Analysis Book is really an extension of the regula- 
tion Wages Book, details of which are posted from the employees’ 
weekly time sheets. The accompanying illustration of a page in 
the Wages Book (Fig. 6) is submitted to indicate the system in 
operation :— 

In the foregoing example, a cheque was obviously drawn for 
£24/12/3 and debited to Wages Account in the Private Ledger 
through the Cash Book. When the Wages Analysis portion is 
completed, the totals under the various contract headings are 
debited to the respective Contract Accounts in the Cost Ledger, 
and are also posted to the debit of Cost Ledger Adjustment Account 
in the Private Ledger, Wages Account being credited. The amount 
of 17/- under the heading of Factory Repairs is posted to the 
debit of Repairs and Maintenance Account in the Private Ledger, 
Wages Account receiving the corresponding credit. 


Sundries 

When contracts are performed in the country, employees are 
entitled to certain allowances to cover travelling expenses, etc., 
and provision for such allowances must be made when estimating 
costs of such contracts. Allowances of this nature do not present 
any difficulty from a bookkeeping viewpoint, payments to em- 
ployees being recorded in the Cash Book and posted from there 
to the appropriate Contract Account in the Cost Ledger. Proper 
records should be made, however, in a book for that purpose, show- 
ing particulars relating to each employee engaged on such con- 
tracts ; dates of departure from Sydney and return to Sydney; and 
vouchers for payments in respect thereto should be certified by 
the foreman in charge. 

On Cost 

In the preparation of estimates for the purpose of tendering, it 

is essential to provide for the cost of such factors as :— 
(a) Supervision. 
(b) Electrical Power. 
(c) Depreciation of Plant, Machinery, Patterns, etc. 
(d) Factory Expenses. 

Provision is also made in the estimates for a percentage to cover 
overhead (or administrative) expenses. 

Although due provision is made for “On Cost” when estimating, 
the accounting system in the business under discussion makes no 
such provision. The Contract Accounts are debited in the Cost 
Ledger with the various factors contributing to the prime cost, 
and credited on completion with the price charged to the customer, 
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the difference, between the total debits and credits, being trans- 
ferred to an account in the Private Ledger, styled “Gross Profit 
on Contracts,” or “Gross Loss on Contracts.” (Fortunately, there 
are very few entries in the latter account.) These two accounts are 
brought into the Profit and Loss Account at balancing periods, as 
explained later, whilst the various accounts representing “On Cost” 
and Overhead Expenses are similarly transferred to the Profit 
and Loss Account at balancing periods. 

This “short cut” method of costing, although incomplete and 
unorthodox, considerably reduces clerical labour, and whilst 
theoretically leaving much to be desired, has been proved, in prac- 
tice, to meet the requirements of the business. 


Invoice (or Sales) Journal 
When a contract has been completed, the Accountant prepares 
an invoice which is typed in duplicate, the original being sent to 
the customer, and the carbon copy being filed in such manner as to 
constitute a page of the Sales Journal. From the Sales Journal 
postings are made as follows :— 


Dr. Cr. 
Customers’ Accounts in Contract Accounts in Cost 
Debtors’ Ledger. Ledger. 
Debtors’ Ledger Adjustment Cost Ledger Adjustment 
Account in Private Ledger. Account in Private Ledger. 


Progress Payments 

Large contracts usually provide for payments on account from 
time to time during the progress of the work. These payments, 
which are made subject to progress certificates by a supervising 
engineer, or clerk of works, are known as progress payments, and 
should be credited to the respective customers’ accounts in the 
Debtors’ Ledger. 

Trial Balance 

Sufficient has been said to indicate the general procedure in the 
system of bookkeeping up to the trial balance stage. Before pre- 
paring the trial balance, however, it is necessary to work through 
the Cost Ledger and transfer all balances in accounts of completed 
contracts in the Cost Ledger to Gross Profit on Contracts Account, 
or Gross Loss on Contracts Account, in the Private Ledger, the 
corresponding entries being in Cost Ledger Adjustment Account 
in the Private Ledger. 

Having brought into account ail accrued expenses, and out- 
standings, the preparation of the trial balance may now be pro- 
ceeded with, and from the trial balance, the Profit and Loss Account 
and the Balance Sheet can be prepared. 


W ork in Progress 


It will be evident that under the system enunciated herein, the 
balances of accounts in the Cost Ledger will represent the cost 
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incurred in connection with the various contracts up to that date, 
and the total of the trial balance of the Cost Ledger, and incident- 
ally, the debit balance in Cost Ledger Adjustment Account in the 
Private Ledger will represent “Work in Progress.” 

It is debatable whether profit on Uncompleted Contracts should 
be taken into account, as profits cannot be ascertained until 
contracts are completed. In the business under review, however, 
the Accountant, who is necessarily familiar with the technical side 
of the business, collaborates with the Works Manager in arriving 
at an estimate of the profit earned on Work in Progress, com- 
paring the costs incurred up to the stage reached in each contract 
with the estimates, and making adequate provision for contingen- 
cies, maintenance periods, and special circumstances relating to 
each contract. 

The method of incorporating Work in Progress and Gross 
Profit thereon, in the Profit and Loss Account and Balance Sheet, 
is shown in the accompanying illustrations (Fig. 7 and Fig. 8). 





Profit and Loss Account for Year Ended.............++- 
To Salaries (Works) . £400 By Gross Profit on 
, Rent (Factory) .. 300 Completed Con- 
» Electric Power .. 100 tracts .. .. .. £4,000 
, Depreciation on » Add Estimated 
Plant and Machin- Gross Profit on 
ON GE. an cs ac Work in Progress 
, Repairs and Main- at close of year 250 
ES ss de eld ee 
—— /1,5 4,250 
» Salaries (Office and » Less Gross loss 
Management y on Completed 
» Rent (Office) .. .. 100 Contracts .. £20 
» Advertising .. .. 150 » Less Estimated 
, Discount Allowed 20 Gross Profit 
» Depreciation on on Work in 
Office Furniture, Progress at 
. eae 20 Comme n ce - 
» Electric Light . .. 10 ment of period 330 
» General Expenses . 50 — 350 
» BRBMPERCS .. 2. oe 50 —— £3,900 
, Postages and Tele- » Discount Received... .. 100 
grams rae 40 
, Printing and Sta- 
tionery .. t- 60 
— 1,900 
» Net Profit— 
Senior Partner . 400 
Junior Partner . 200 
— 600 
£4,000 £4,000 





Fig 7.—Profit and Loss Account 
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PE SON BES. ki. 6. 6060s See RRR SS 





LIABILITIES ASSETS 
Sundry Creditors— Plant and Machinery . £8,000 
Bills Payable .. .. £200 Motor Vehicles . 500 
Trade Liabilities . .. 350 Plans, Patterns and 
Accrued Expenses .. 50 i rae 
—— £600 Office Furniture and 
Capital— aa 
Senior Partner .. .. 4,800 ee 
Junior Partner .. .. 2,400 9,400 
—— 7,200 Less Reserve for Depre- 
SN Gs ax 40 os 50 Oe 
—— £6,000 
a ee a ee ee 
Sundry Debtors— 
Bills Receivable . .. 300 
On Open Account .. 400 
700 
Work in Progress at 
OS eee eae CF 
Add Estimated Gross 
Profit thereon at close 
Sa 
1,180 
Less Progress 
Payments 
Less Provision for 
Maintenance .. 100 
— 600 
— 580 
Cash at Bank .. .. .. 290 
Cash in Hand...... .. 10 
—_ 300 
ee 50 
£7,800 £7,800 





Fig. 8.—Balance Sheet 


Profit and Loss Account and Balance Sheet 

The figures shown in Figs. 7 and 8 are purely hypothetical, and 
are merely ‘quoted to indicate the method of treating Work in 
Progress and Gross Profit thereon; it is not intended that any 
inference should be drawn from an analysis of the figures quoted, 
or that any calculations should be made concerning relative ratios. 

Estimated Profit and Loss Accounts and Estimated Balance 
Sheets are prepared monthly, the books being balanced half- 
yearly, when actual results are compared with the progressive 
estimated figures, the variation between estimated and actual results 
being almost negligible. 


Budgetary Control 
The value of the preparation of monthly estimated Profit and 
Loss Accounts and estimated Balance Sheets is not only in the 
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fact that they disclose the results of the firm’s operations in the 
past, but that they also afford an indication of the steps that should 
be taken to ensure success in future operations, and to improve 


the financial position generally. 


In a business of this nature, it is impossible to forecast the 
extent of future operations in view of the fact that business is 
dependent upon successful tendering, and for that reason, it is 
impracticable to budget for lengthy periods. It is essential, how- 
ever, that the partners should be familiar with the possibilities of 
the business for the immediate future, and this objective is achieved 


by means of :— 


subject to revision each month; and 


Cash Budget 


in abbreviated form in Fig. 9. 


(2) A review of uncompleted work in hand; and 
(3) A review of tenders submitted, but not yet determined. 


(1) A Cash Budget prepared for three or four months ahead, 


An illustration of the system adopted for cash budgeting is shown 








Fig. 9.—Cash Budget 


Estimated Estimated Estimated 
Receipts Disbursements  Baiance 
July 1 -—To Balance .. .. .. £300 0 0 
» 1/31—,, Sundry Debtors 250 0 0 
» Progress Pay- 
SS ree 500 0 0 
» Bills Receivable 50 0 0 
» 1/31—By Wages .. .. .. £400 0 0 
Pn <6 de: es 150 0 0 
es ke ad. oe 30 0 0 
» Sundry Expenses * 70 0 0 
» Sundry Creditors 350 0 0 £100 0 0 
£1,100 0 O £1,000 0 0 £100 0 0 
Aug.1 —To Balance .. .. .. £100 0 OU 


The value of unexecuted contracts in hand is ascertained by 
preparing a statement in the form illustrated in Fig. 10. 
































Fig. 10.—Statement of Uncompleted Contracts 


Estimated 
4 Gross 
Contract Price Cost to 
No. Quoted date nad = Remarks 
Progress 
5,000 £1,000 £500 £140 
5,002 100 30 5 
5,003 2,400 300 80 
£4,000 £930 £250 


From the figures shown in Fig. 10, a simple calculation will 





reveal the position with regard to uncompleted work in hand, thus: 





ee 
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Aggregate of quoted prices of Contracts in hand apenas ny .. £4,000 
Less Work in Progress at Cost (Column 2) .. . "£930 
Less Estimated Gross Profit thereon (Column 3) . —— aa 

—— 1,180 


Balance, being value of unfinished portion of Contracts in hand .. £2,820 





Assuming that contracts are returning an average gross profit 
of 25%, and that overhead expenses average £250 per month, it 
is obvious that the turnover of the business must average at least 
£1,000 per month in order to cover overhead expenses, and there- 
fore it is clear that the completion of work in hand as shown in 
the foregoing illustration (Fig. 10), is barely sufficient to cover 
overhead expenses for the ensuing three months. 

The next procedure in the budget programme is to review the 
Enquiry Register and prepare therefrom a statement showing 
tenders submitted, but which have not yet been determined. This 
statement may disclose that, during the ensuing three months, 
tenders for large contracts are to be considered, and that possibly 
other orders are expected from sources which are not subject to 
public tendering. 

The preparation of the three statements mentioned herein com- 
prises the budgetary system adopted in the business under review, 
and is considered sufficient to meet the requirements of the part- 
ners, who are enabled thereby to take the necessary steps to ensure 
a continuity of profitable business. 


Audit 


The scope of an audit of a business of this nature will obviously 
depend to a considerable extent upon the terms of the auditor’s 
engagement. 

It is essential, however, that the auditor should peruse all con- 
tracts, and examine results, inquiring into the causes of losses 
incurred, and also into discrepancies between estimates and results. 
In this connection, unauthorised expenditure and fraudulent pay- 
ments would be reflected in the results, and the auditor should be 
alert to detect any such irregularities. As the partners are actively 
engaged in the business under review, the auditor is afforded oppor- 
tunities of bringing under their notice, personally, any untoward 
matters which come under his notice during his examination of 
the books, and accounts, etc., but he should, nevertheless, record 
them in his audit notes, and if of sufficient importance, he should 
draw attention to them in his report. 

The auditor should familiarise himself with the system, and 
generally satisfy himself concerning the efficacy of the internal 
check by conducting the usual tests. He should check the statement 
relating to estimated profit on Work in Progress, and see that 
adequate provision is made for contingencies. 

In his examination of the books, records, vouchers, etc., of the 
business, the auditor will be guided by his practical experience 
and technical knowledge as to the extent of detail checking which 
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he considers necessary or expedient, having regard to the terms 
of his appointment and the special nature of the business. No 
attempt is made, therefore, to suggest a programme of audit pro- 
cedure, but the foregoing comments will probably suffice to indicate 
the special features to which attention should be paid by the 
auditor in the course of his audit of a business of this character. 





Mechanical Aids to Problems in Distribution 
Accounting 
By E. P. Rowett (Burroughs Limited) 


[A lecture delivered to the Commonwealth Accountants’ Students’ Society, 
New South Wales Division.) 

I have been asked to deal particularly with the distribution of 
figures that relate to and result in statistics of sales. Distribution 
in this regard actually means the sorting, accumulating and sum- 
marising process which results in obtaining a set of figures designed 
to give the information required. 

There are five known fundamental methods of distribution. The 
first is the unit account method, where you have a number of one 
line sales dockets with records of sales or purchases from different 
departments. That simply means that you take the unit sales as 
the distribution factor and post them as units or a series of units. 

The next is the columnar method. Here you have a wide sheet 
of paper on which the transcription is made from the dockets into 
the various columns provided for the purpose. These are after- 
wards added across and perpendicularly with the gross total in the 
right-hand bottom corner. 

The third is the exhaust method, which is probably not so well 
known here; but is practised quite a good deal in other countries. 
It means taking a number of dockets on which are recorded items 
relating to various departments. You have a sales classification 
and run through the dockets, taking out the classifications until they 
are exhausted. I will give you later an idea how this is done by 
the mechanical process. 

The next is the register and selection method—a partly mechani- 
cal process. We have a machine here to show you how it is done. 

Fifthly comes the unit method, as distinct from the unit account 
system. This means creating unit slips and sorting them so that 
they can be summarised to give the result of the particular classifi- 
cation required. 

Distribution is probably the most common problem met with in 
accounting to-day; and it is not easily overcome, because it is 
difficult to standardize; each business has its own problems and 
it does not necessarily follow that even two businesses of the same 
kind can apply similar methods, because of differences in location, 
marketing policy, or marking up stocks and other things. An 
analyst who is formulating a distribution plan must consider it in 
relation to all the particular factors of the business concerned and 
the information it is desired to obtain. 
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The first item is the media from which he procures his informa- 
tion; and, naturally, if the media does not disclose the information 
he does not get it. Consequently, the first problem is to design 
media that will give the desired information; and in this regard 
it should be borne in mind that as much as possible should be 
shown on the invoice, sales docket or time ticket so as to prevent 
so much of the duplication which frequently occurs in endeavouring 
to secure the necessary figures. Some people make out an invoice 
containing a number of items relating to different departments, 
and in order to get the information required concerning depart- 
ments, classifications or costs, it has to go back to the office and 
be re-written in some other form; whereas by the process of 
combining invoices and analytical media the whole of the informa- 
tion required can be transcribed at one operation. 

Let us assume that we have a sales docket and that in writing 
it the clerk indicates by means of a code the department to which 
it refers. If the customer objects to having A, B, C or some other 
code to indicate the department concerned, then this need only 
be shown on the duplicate. That is a very simple process which 
is adopted by many stores. Of course, in other stores they 
specialise in making out one docket for each department. I will 
now show you how a number of dockets involving 30 or 40 tran- 
sactions can be run through a machine by the exhaust method. 
The operator picks out each department, making the entry in the 
proper column, at the same time accumulating on the machine the 
total of the department; so that when finished you are able to get 
the total sales of each department and the gross total for the whole 
store, each in balance. 

This is done on what is known as a listing machine, otherwise a 
calculating machine. While the operator is taking out each parti- 
cular department the machine is accumulating them as a whole. 
That prevents a recapitulation at the end of the run—a very 
important item. Imagine a store with 50 or 60 departments. It 
really means doing the whole of the distribution by one process, 
thus eliminating avenues of error, and at the same time getting the 
total sales figures. 

That brings us to another point. All dockets have to be listed 
in order to get the cash result, but in order to obtain our distribu- 
tion of the by-products we should know exactly what we are doing. 
So you find that, whilst I have been handling that bundle of 
dockets, I have shown that department A sold £2/10/- of goods, 
B £7, C £11/18/-, and so on, right down to department G, the 
total sales being £37/14/—the complete job, giving the total 
sales, and getting the dissection into departments. That is known 
as the exhaust method. 

But there are other ways of doing it. There is another type of 
machine which records the transactions on a tape. Each amount is 
taken from the invoice or sales docket, and by a series of numbers 
or letters against the items each is shown on the tape as it runs 
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through the machine. When finished, these are guillotined or cut 
into sections. That method is not so common in department stores 
as in other classes of businesses, where a more detailed analysis is 
necessary. It is possible to record the different departments, sales 
territories, salesmen concerned, commission items, and, if so, at 
what rate, quantities and values, and so on. The real value of 
this method is that it creates the unit slip, something which is 
mobile, which can be sorted into the classification desired, or any- 
thing else you wish. At the same time, while creating the unit 
slip, you are obtaining the quantity sold in the aggregate, together 
with the value—which has to be done, anyhow. All these things 
are the by-products of a necessary operation. 

I might mention here that the reason why some businesses do 
not go in for more detailed accounts of sales and distribution is 
because of the cost involved—a very important factor. In some 
cases it has been found that the cost of finding out by sales statis- 
tics whether you are making a profit absorbs more than the profit 
concerned. The point is to minimise the cost by reducing the 
number of operations as far as possible. 

These slips which I have here are very small, and might easily 
be lost; but, in practice, they never are, and since you have a total 
amount figure to which to balance, it is quite easy to check back. 

There are various methods of sorting. You can use the old 
pigeonholes or just lay them on the desk. That would be deter- 
mined by the number of classifications required. In some of the 
railway companies overseas they run into hundreds of classifica- 
tions. They use little boxes, which run up and down; or you can 
have a big tray divided into sections. By these means you can 
sort into up to 2,000 classifications at the one time. We have here 
a little sorting arrangement known as the “sortograph,” a mecha- 
nical device to facilitate sorting, which you can inspect later. By 
means of this it is possible to sort into 400 classifications without 
moving the arm more than a few inches. It can be used as one 
unit, double units, or table units, where the operator sits between 
them—two sorting units on each side. These are almost univer- 
sally used by banks on the other side of the world. For example, 
it facilitates the sorting of cheques and deposit slips as they come 
from the tellers. There are other mechanical devices, but this is 
probably the best we have seen in Australia. If you inspect this 
afterwards, you will see how different it is from the old system of 
laboriously putting one here and another there, which was not 
systematic. 

If it were required to find out the figures of a particular sales- 
man, we could sort his figures on various lines by means of this 
apparatus. A company may manufacture many products, and 
salesmen are inclined to specialise on the easv selling lines, leaving 
the others alone. Now, one of the main factors in sales control is 
to ensure that the salesman is selling the whole of the lines, and 
the only way the executive can determine that is to have an 
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analysis made by distribution as to the number of each line and 
the value that the salesman is selling. Having created one of these 
slips, it is possible to sort out the total into commodities, and see 
exactly how many and of what value he is selling. 

I now pass on to what is probably the most interesting—the 
columnar method. We all know what columns are. Down the 
side is a description of the commodities, with headings at the top. 
You take the bundle of invoices, turn them over, and enter, say, 
6/4 in that column, in the next 3/2, and so on. That is the most 
common form of distribution. In some cases, that is the best 
method; but they are rare, because after you have entered the 
figures you do not know whether they are correct till you balance 
at the bottom. This system is useful in the motor tyre industry, 
where there are something like 540 different sizes and types of 
tyres, and about 1,180 different grades. They do not keep a 
record of values; they only record numbers, and it is only neces- 
sary to put in figures; consequently, experts can hold their own 
against machines. That particular defection, however, has been 
overcome by a mechanical device known as the summary board, 
and we are indebted to Selfridge’s for this distribution board which 
I have here. Instead of transcribing them on to a sheet, they are 
fixed on this summary board. That shows a space with the amount 
of the sales. The operator moves the bar up and down, thus giv- 
ing a direct line, and the particular department can easily be picked 
up. By this process you have the whole dissection extended and 
balanced at the bottom, thus eliminating the possibility of wrongly 
recording when transcribing from the original docket to the sum- 
mary. I would like you to take the opportunity of looking at this 
board, becaus2 it is rather uncommon, and represents probably 
the latest and most generally adopted method on the other side 
of arriving at distribution figures. They are most efficient and 
economical, and the results obtained leave no room for doubt as 
to their value. I will show you how easy it is, after they have 
been shingled, for an operator to run along, summarising at the 
same time. The sales for one day may be summarised, and these 
are filed away in preparation for the weekly summary, and these 
in turn are used in the preparation of the monthly returns. It is 
only a matter of minutes before you can get the details for the 
various departments. 

I want to speak for a moment on value. It is generally accepted 
that one must watch trends. Sales dissection may mean nothing. 
It is usual to set a quota and watch it closely, comparing it with 
previous weeks and comparative weeks of the previous year, and 
getting a graph of the particular department concerned. By this 
method, these slips can be bound in books cheaply, and it is pos- 
sible for directors and executives to get a view of the sales of a 
department for weeks, months, one year or two years, and make 
comparisons which will show clearly the trends of the business 
during the period covered, and therein lies the real value of dis- 
tribution. 





























1936 THE AUSTRALIAN ACCOUNTANT 249 








It can be used with equal success in costing, just as the time 
docket is being adopted by so many people. 

Instead of giving the workman a single strip of paper on which 
to record his time, he is given one of these slips, with his name 
and other items punched on it. If he is hopping from job to job 
during the day, he records it, and at the end of the day or week 
the total time is calculated and extended. After the time and pay 
have been calculated, we then have another unit slip for job cost- 
ing, and can ascertain the amount of money expended on each job; 
not only that, but in addition the amount of each process or 
department—and process cost to-day is a very important factor in 
industry, and it is very necessary to check value and cost. In 
estimating costs, the only guide in the past has been experience. 
You want to find in an article probably manufactured by ten dif- 
ferent processes exactly what each process has cost as a guide for 
future estimates. We find that, having used this slip for obtain- 
ing the gross job costs, we can sort them again into the various 
process costs or any other factor. This summary board can be 
used equally well for extending process or job costs as for sales 
dissection. 

The next is register selection. This differs materially from the 
methods we have just described. 

By means of a tape on a machine we can run through a list of 
dockets, and at the end of the run be able to tell the sales from 
each department, or purchases, as the case may be, analysing them 
by no further process than listing. There is no sorting. This 
machine which I have here is equipped with 11 registers. If we 
have a sale in a department of £4/2/6, the machine registers and 
indexes it. If the next item refers to, say, department 7, we press 
the appropriate key, and it is automatically registered in depart- 
ment 7, so that we can, without any further process than merely 
listing, analyse and distribute our sales in any number of depart- 
ments. You can get these machines equipped with up to 40 regis- 
ters. I will run through a few items, so that I can show you the 
tape. 

(A practical demonstration followed, and the slip showing the 
sales departmentally distributed, added and totalled at one opera- 
tion, was handed round for inspection. ) 

This machine is almost unknown in Australia, but the Australian 
Gaslight Company uses it. It will post the ledgers, and at the 
same time distribute expenditure under various headings, such as 
gas charges, meter rent, arrears and merchandise. 

I would like to describe to you a method of introducing invoices 
whereby items can be recorded on, say, the third copy, leaving the 
other perfectly blank. This or that line is blotted out as required, 
and printed on the required copy, in order to record the media for 
distribution as a by-product of writing the invoice. It would be 
too small a piece of paper to handle if only recorded on one line, 
but it can afterwards be put through the guillotine. That is known 
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as the by-product method of creating media, and there are only 
two or three of these machines in Australia; but it is probably one 
of the most sought-after methods in most big organizations. 

There are other unit plans, one being the old tally method, as 
used on wharves, where the clerk makes his marks / / / / /, 
scoring every five, ten, and so on. That is still followed in a good 
many places. It can be used for checking timber, particularly 
logs. 

There are other interesting methods. One is an English 
scheme, the agency for which, I believe, John Sands is about to 
take over. It is punched with a lot of little holes along the top. 
The information is recorded, and if a man lives in a certain terri- 
tory a little clip is made on the card. The cards are kept in boxes 
of 500 with a long skewer. It might sound primitive, but it is most 
effective. If they want to find their men in that territory, they 
push the skewer through the holes in the cards, and slip them out, 
and it leaves in the box all the people in that particular terri- 
tory. When we find people like the Imperial Chemical Industry 
—probably the biggest chemical firm in the world—adopting a 
system like that, there must be some merit in it. One card can be 
punched into something like 360 different classifications. That, 
again, is another example of the unit plan. 

Then, of course, there is more expensive equipment, where 
cards are punched automatically and sorted by a mechanical pro- 
cess. This equipment is very expensive, so much so as to be jus- 
tified only by the biggest corporations, which are able to use it 
economically. 

The continuous pack is rather difficult to illustrate, but it is 
seen sometimes in stores. There is a little register arrangement. 
When a purchase is made, it is registered. The docket is torn 
off and given to the customer. The duplicates are afterwards torn 
off into unit slips, which are sorted and summarised. 

And so we get down to this: that you must design your media 
and make them applicable to the particular business in such a way 
as to show as a by-product without additional labour such informa- 
tion as you ultimately require, and you must bear in mind every 
factor in distribution. 

The McBee system is very sound, and they claim to have 
obtained the biggest distribution job in the whole of the British 
Empire. It was designed after other mechanical methods had 
failed. 

The main thought should be: the result I want to obtain must 
be based on the media I desire. From that you can adopt any 
method, but ultimately everyone who has a distribution plan must 
adopt mechanical means of obtaining the information. We are, 
practically, only beginning in Australia to realise what sales sta- 
tistics and figures may mean. The depression taught us that! 
We did not know whether to scale down production, drop the 
price, or what to do in order to keep business alive through the 
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bad time, and the firms which stood the test were those which had 
proper statistics and sales costs. In those days these were got by 
primitive methods and without mechanical aids, but to-day they 
are a necessity, and, furthermore, should be obtained by the 
quickest means. 

The question of mechanisation depends on the size of the job, 
but there is one machine for summarising which cannot be im- 
proved upon. It is to be seen in almost every office, for there are 
very few places without an adding machine of some sort. This 
machine which I have here is one which enables the total to be 
listed either by the exhaust or unit method. Where it is possible 
to list through and add sales or purchases of each department, 
they can be taken from duplicate dockets by the exhaust method 
—or even the unit method—and listed on a small machine which 
adds in the ordinary way. You get the total for one department, 
then the next, and so on, finally getting the total for the whole. 
That machine shows how, for a small cost, you can secure the 
advantages of a distribution plan. 

There are more or less elaborate processes of distribution to 
be found in all offices of account—and probably nothing which is 
more maligned—which are applied, not only to sales, but costs and 
other things. 

Finally, distribution is the determination as to how we arrive 
at our costs, and should be placed on the most practical basis. We 
cannot afford to be idealistic in any way, as it is intended to 
reflect results, and nothing but results. 





Flexible Budgets 
By J. R. McKenzie, F.c.A.A. 
Director of Finance, General Motors-Holdens Ltd. 


[A lecture delivered to the Australasian Institute of Cost Accountants, 
Melbourne.) 


Definition of a Budget 

A budget is a document, or series of documents, showing in 
detail the best estimate of expected sales and/or manufacturing 
volume, the estimated cost of sales, expenses and net profit or loss, 
covering a definite future period. It furnishes the standard against 
which actual performance may be .neasured. 

Briefly—a budget is a forecast of income and expenditure. 


Definition of a Flexible Budget 

A flexible budget may be described as one so constructed as to 
provide a ready means of computing exact budget figures for any 
particular volume of business and establishing the means of direct 
comparison of actual operating results with definite standards. 
Necessity for a Flexible Budget 

However much time and thought is given to the preparation of 
a budget in the hope that the activities, the expenses and the final 
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profit as stated in the budget will be exactly realised without any 
change, such a hope, in practically every case, is certain to be 
unrealised. When a budget is fixed at the beginning of an 
operating period and is allowed to stand without adjustment for 
volume fluctuations, it loses its value as an operating “tool” for 
the department heads who are responsible for controlling the 
various phases of the business. As conditions change and the 
budget figures remain fixed, interest in striving to achieve budget 
gradually dies. The budget figures are either inmpossible to meet 
or they are too easy. To be effective a budget must carry within 
itself the means for making adjustments and changes, so as to be 
on a comparable basis with changed conditions as they arise. 


Value of a Flexible Budget 

As budgeting is the process of establishing a system of pre- 
determined standards for the purpose of operating control, and 
is the measuring rod of management, conclusions must not only 
be sound in theory, but also practical in operation. It should be 
so compiled as to reflect what is probable rather than what is 
possible of attainment. To be practical in operation it must be 
more elastic than a fixed budget which does not vary with varying 
conditions. Those who have operated under a fixed budget realise 
its limitations. It is a definite measure under certain definite con- 
ditions which rarely proceed exactly as planned. 

In every true comparison made between a budget and the actual 
results obtained, two elements must be taken into consideration: 
(1) variable volume and (2) variable operating costs. It is im- 
possible to make adequate comparisons otherwise, and, in order to 
do so, some way of compensating for changes in volume must be 
found, so that the results of operations may be compared directly 
with co-related operating standards. 

It is a phase of budgeting which is of especial importance in 
periods of fluctuating or abnormal conditions, but it is also neces- 
sary in times that can be considered normal. 

The original idea of a budget is that it must be non-elastic and 
non-adjustable; a standard with which results are to be compared ; 
a goal for a,business to reach. This use of a budget is correct and 
necessary as far as it goes, but a budget must be more than merely 
a means of planning. It must also furnish control and guidance 
for the operation of the business. Such control is impossible if 
the original budget is to be considered as a fixed and unchangeable 
instrument. 

A flexible budget is similar to an athlete’s elastic bandage. In 
a direction where movement is necessary the elastic allows it with- 
out for one moment releasing its pressure. A fixed budget is 
more like a plaster cast. If conditions require a change or move- 
ment of any sort, the plaster cannot yield, and it must be broken, 
and immediately loses its value as a means of giving strength or 
control. 





1936 THE AUSTRALIAN ACCOUNTANT 253 


The effectiveness of expense control lies in its steadfast applica- 
tion to all conditions and at all times. Therefore, a carefully 
planned and prepared budget should require no change during its 
currency, as it will contain the essential machinery to reflect all 
economic or other changes. 


Fixed Calendar Year Budget 

A budget may be prepared to cover any period, but is most 
commonly prepared on a fixed calendar year basis. This is a 
budget prepared to operate for twelve months, and remains 
unaltered during its currency. In some business, common use is 
made of a moveable period budget. 


Moveable Period Budget 
This is a budget which might be termed continuous. In the 
first place, it is prepared to cover a definite period, say six or twelve 
months, and as each month passes the budgeted figures for the 
expired month are dropped and the figures for a further month 
added, thus retaining all the time a full period budget. The 
following example will illustrate the point: 
Jan. Feb. Mar. Apl. May June July Aug. Sept. Oct. 


Sales— 

Ist Budget. 1000 1200 1250 1200 1150 1075 — 
- — 1150 1250 1225 1125 1100 1100 — 

— — 1275 1225 1125 1100 1100 1050 — — 

— — — 1250 1150 1075 1075 1050 1000 — 


” 


— — — 1150 1075 1075 1050 1000 1000 


Method of Preparing a Flexible Budget 

We reach the point, therefore, where we have to consider how 
we can so prepare a budget that it will be sufficiently fixed to main- 
tain an effective control, at the same time making it flexible enough 
to provide for variations in volume. 

There are various ways of attaining this objective, and methods 
will vary with varying classes of business. For the purpose of this 
talk we will take a method as applicable to the automobile industry, 
although it will be readily seen that in principle it can be applied 
to almost any manufacturing business. 

Simply, the objects of such company are to produce cars and 
sell them at prices that will return a reasonable net profit and 
return on investment. 


Elements of a Budget 
Elements making up a budget are numerous, the chief of which 
may be enumerated as follow: 
Sales volume. 
Material costs. 
Labour cost. 
Manufacturing expenses. 
Administration expense. 
Selling and other commercial expense. 
Investment. 
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8. Pricing policy. 
9. Necessary reserves. 
10. Return on investment. 


Sales Volume 

Estimated sales volume forms the basis on which a budget is 
built. Therefore the first step towards budget compilation rests 
with the sales organisation, who should analyse the market and 
make an estimate of sales for the budget period. 

This estimate, when approved, becomes the objective, and plans 
are made by each department in the expectation that the objective 
will be achieved. 


Costs 
Manufacturing costs are made up of three main elements: 


Materials. 
Labour. 
Other manufacturing expenses. 

Through the offices of the purchasing department the value of 
materials is determined. These may be from overseas, or of local 
origin—the former being subject to the addition of freight, 
insurance, landing charges, duty, cartage, etc., in order to complete 
the cost landed in factory store. 

The other elements of cost, however, are of major importance; 
i.e., labour and other manufacturing expense—and we will take 
time to study them in closer detail. 


Labour 
Labour is divided into two classes— 
1. Direct or productive labour 
2. Indirect or non-productive labour. 

Direct labour, the particular concern of this paragraph, is that 
which is used directly in the production of the goods, and can be 
accurately measured in terms of time elapsed against the units 
produced. Standard labour hours should be set against each 
article produced. For this purpose, it is usual to make time studies. 
It is not usual, however, for actual performance to reach 100 per 
cent. efficiency, and past experience will indicate the rate of 
efficiency likely to be achieved; and inasmuch as a budget should 
portray what is probable, rather than what is possible, an allow- 
ance for inefficiency should be taken into account. The formula 
for determining the total budget cost would be— 

Number of units times standard hours plus % for ineffi- 
ciency = Estimated total hours for period, multiplied by rate 
per hour for total value. 

As an example, let us assume a volume for one year of 6,000 
units—say 

5,000 at standard hours 35 each 
1,000 at standard hours 40 each 
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Total standard labour would be— 
5,000 times 35 = 175,000 
1,000 times 40 = 40,000 


Total standard hours .. .. .. .. 215,000 
with, say, 80 per cent efficiency. 
The allowance for inefficiency .. 53,750 


Seen NS ck ok 6 ss ss cs TOO 
at 2/- per hour would cost £26,875. 


This would then become the financial budget objective as cost 
of direct labour. This, however, does not relieve the production 
manager of the responsibility of improving efficiency, his objec- 
tive being standard hours based on time studies, indicating the 
“possible.” 

Indirect labour is that which cannot be classified directly to a 
productive operation, and is usually classified with other manu- 
facturing expense, and becomes part of the burden or overhead. 
For example, salaries for supervision and clerical assistance, etc. 


Manufacturing Expense 
The next element of cost is manufacturing expense, and is made 
up of indirect labour, operating supplies, tools, utility services, 
maintenance, fixed charges and sundry expenses. These expenses 
are classifiable under the headings— 
Fixed. 
Non-variable. 
Variable. 
This classification can only be made by a careful analysis of 
each item in the various accounts, and is important in order to set 
standards for varying volumes and conditions. 


Fixed 

Fixed expense includes rent, rates, depreciation, amortisation, 
insurance, and such like items that are at constant rates and are 
incurred irrespective of volume, and are non-controllable. 


Non-variable 

Non-variable expenses, although controllable, are such as are 
not affected by volume; e.g., salaries of supervisors, clerks, etc., 
certain supplies, such as stationery, etc., maintenance of buildings, 
etc., etc., 


Variable 

Variable expense is that which varies in accordance with, and 
in proportion to, volume, and although it is the usual practice to 
relate it as a percentage to productive labour, only a small propor- 
tion is actually directly measurable to productive labour, the fol- 
lowing elements being governing factors in usage: 
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Time space. 
Seasons. 
Climatic conditions. 

Shift work. 

Number of employees. 
Number of units. 

Continuity of factory working. 
Labour hours. 


Nevertheless, so long as the original standard has taken into 
consideration the influencing factors, the average over a period of 
twelve months is such as to have provided for all the varying 
conditions and the practice of relating the whole to productive 
labour is quite logical. 

The following form will be of interest to you. It shows a sum- 
mary of manufacturing expense. The figures are inserted for 
the sole purpose of making the form clearer and enabling you 
to get the significance of the foregoing explanations. 


QNAWA WN 


Manufacturing Expense 


Standard labour—#£26,875. 


Fixed and Variable % 

A/c. No. Non-var. Variable toLabour Total 
100 Indirect labour .. .. .. 10,000 5,000 18-6% 15,000 
200 Operating supplies . .. 500 2,000 7:4% 2,500 
| = Oye — 1,000 3:7% 1,000 
re 100 1,100 4-:1% 1,200 
500 Maintenance— 

ers 200 900 3°3% 1,100 
600 0 EN eee 100 700 2:7% 800 
700 Losses, Errors, etc. .. _— 5,000 18-6% 5,000 
800 Fixed charges .. .. .. 10,000 — -- 10,000 
900 Miscellaneous .. .. .. 2,000 500 1-:9% 2,500 














Total .. .. .. -. 2900 14620 60:3% 39,100 











Percentage to labour .. .. .. 85:2% 60-:3% -- 145-5% 

Taking each of these accounts in turn— 

Indirect Labour.—Non-variable includes salaries and wages of 
the factory, supervisors, clerical and other assistants, comprising 
the nucleus organisation which is required and will remain relatively 
constant. Those classified as variable include the wages of material 
handlers and others. In our illustration we say that of the £15,000 
for indirect labour, £5,000 represents the expense that will vary 
with production. 

Sundry Supplies —The majority of the charges to this account 
consist of supplies used in processing, which obviously vary with 
production and are therefore classed as “variable.” Certain items, 
however, such as office supplies and miscellaneous items, are also 
included in this group and are classified as “non-variable.” 


Tools.—This account is charged with the cost of small hand tools 
such as drills, hammers, etc., which will vary according to the 
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number of productive workers and/or volume. The whole of this 
account is classified as “variable.” 


Power, Light, Heat.—Since the use of these services varies 
within reasonable limits with production, the non-variable and 
variable portions are estimated on the basis of past experience. 
This account -contains items which do not follow labour or volume. 
For example, heat: it costs the same to bring an oven to a required 
temperature whether the volume of units be 100 or 200. 


Maintenance—Labour and Matcrial_—Here again we find that 
certain charges are variable and others non-variable, and provision 
is made accordingly. 


Losses, Errors and Defects.—As this applies to the product in 
manufacture, it is classified 100 per cent. as variable. 


Fixed Charges.—This includes rent, rates, municipal or land 
taxes, depreciation, insurance, etc., that do not vary with volume. 


Miscellaneous Expense.—This account contains all items which 
cannot be classified to any other account, such as travelling 
expenses, telephone and cable charges, etc. 

When the analysis is complete we arrive at the point where we 
can determine a variable rate as applied to standard or budgeted 
direct labour. Taking the previous figure of £26,875 as direct 
labour, the variable rate of indirect labour is 18-6%. The variable 
rate is calculated for each account and a total variable manufactur- 
ing _ of 60°3% is the result, with a total burden rate of 
145-5%. 


Unabsorbed Burden 

The usual practice with a “fixed” budget is to absorb all burden 
of manufacturing expense over the budgeted volume. With the 
flexible budget, however, it is customary to fix the rate of burden 
absorption on a “plant capacity” or standard volume, the probable 
result being an unabsorbed burden or overabsorbed burden pro- 
vided for in the budget. The former method, by reason of fluctuat- 
ing volume, results in widely fluctuating costs of manufacturing 
from year to year, whilst with the “flexible” budget costs are 
standardised and causes for fluctuations can more readily be found 
and control effected. 

Naturally, unabsorbed burden should only contain fixed and 
non-variable expense unabsorbed by reason of volume falling 
below plant capacity. 


Commercial Expense 

The next phase of budget compilation is that of commercial 
expense, and each account is analysed in a manner similar to that 
adopted with manufacturing expense. Variable commercial expense, 
however, has no relation to productive labour, and is therefore 
based on sales volume. 
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Administration.—Generally administration expense has very 
little, if any, variable elements. It is the cost of administering the 
business as a whole. 

Selling Expenses.—This series of accounts contains a number of 
items that vary with volume; for example: delivery costs, hand- 
ling, work done on product, service and warranty, supply of 
replacement parts, etc., etc. 

Advertising.—Generally speaking, advertising is not variable, as 
it is usual to appropriate a specific amount each year, sufficient 
to achieve the expected sales volume. 


Economic Profit 
Consideration of the subject of flexible budgets would not be 
complete without reference to economic gross profit. 


Definition—Economic gross profit is the difference between net 
amount received for goods and the actual “out-of-pocket” cost. 

Out-of-pocket cost must not be confused with factory cost, but 
is made up of the following elements: 

1. Actual cost of materials used. 

2. Actual cost of direct labour. 

3. Actual variable manufacturing expense. 

4. Actual variable commercial expense. 
For example, if it cost £1,000 to make 100 units, how much more 
would actually be paid out of pocket to make 101 units? The 
difference between that amount and the amount received from the 
sale of the unit is gross economic profit. 

Gross economic profit provides the funds for paying all fixed 
and non-variable expenses, and provides for reserves and net 
profit. 

A study of economic profit and out-of-pocket cost enables us to 
pre-determine in our budget the “break even” point. In other 
words, to establish the number of unit sales necessary to enable 
us to pay all expenses. When that point is reached, the gross 
economic profit on all additional sales becomes net profit. 

Further, this study enables us to set prices on a basis of securing 
maximum seturn without running the risk of falling into the errors 
leading to the application of the law of diminishing returns. To 
carry this discussion further must involve us in a study of econom- 
ics, and thus wander from the subject under review. 


Budget Formula 

In this lecture, I have not attempted to cover all phases of 
budget making, and it will be understood that individual businesses 
will have elements for consideration that do not enter the calcula- 
tions of others; nevertheless, the principles detailed are applicable 
to any business. 

The following summary sets out the chief elements of our 
budget, the details of which have been referred to in this lecture: 
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Material cost .. 

Eaeeer ... ss « 

Fixed and non- -variable manufactur- 
ing expense : 

Variable manufacturing expense es 


Standard factory cost . 
Excess labour ae 
Unabsorbed burden .. 


Total factory cost . , 

Fixed and non- -variable commercial 
expense > 

Variable commercial expense ‘a 


Sop NOW - YNE 


— 
S 


Total cost of sales . 


— 
— 


Total out-of-pocket cost .. ...... 
Selling price .. ‘ 


Gross economic profit .. 


Method of Control 

In a large organisation, to gain effective control, responsibility 
must be placed on a considerable number of individuals. This is 
usually on the basis of staff and line control. Whilst the board of 
directors is the body responsible for the whole organisation, the 
managing director is responsible to the board for the proper control 
of all operating functions. It is necessary for him to have 
responsible officers for each department who, in turn, will delegate 
particular authority and responsibilities to those who control sub- 
departments or sections, and so on down the line. 

In order to be an effective measuring rod, the budget must be 
departmentalised and broken down into short periods within its 
own term—say, monthly—and regular reviews made of actual 
results compared to budget standards. To help in this direction, 
carefully planned reports and analysis sheets must be made avail- 
able to those who are responsible for control, and these must be 
ready at the earliest moment to enable corrective action to be 
taken where necessary. 


Comparative Statements 

Cost accountancy, to-day, is recognised as one of the most 
important aids to management; and it is of the utmost importance 
for the cost accountant to present “up to the minute” information 
in such manner as will leave an indelible picture upon the minds 
of those concerned with control, and be an effective aid to control. 

Comparative statements should be clear and concise, and pre- 
sented in such form that will throw into relief all points that require 
emphasis. 
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The compilation of a budget and, later, of comparative state- 
ments, may in themselves be “works of art,” but unless practical 
use is made of them it is waste of company money to continue their 
preparation. 

Simple graphs or statements are most useful and can be prepared 
to cover any phase of manufacturing or selling business, the 
scope and size being entirely dependent upon the business itself. 

As a concluding illustration, let us take figures previously referred 
to on standards, and apply them against others deemed to be 
actual; the form outlined is useful as a comparative statement: 


Manufacturing Results 


Comparative Statement 
Actual labour—£29,750. 


Standard at actual volume—£30,000. 
Standard 


Variable 
Fixedand Actual 
Actual WNon-var. Variable Amount % 


Indirect labour .. .. .. £15,500 £10,000 £5,500 £5,580 18-6 
eo 5 S58 ay les 3,000 500 2,500 2,220 74x 
Is i Nek eid ea: Sa 900 — 900 1,110 3-7 
ER a gee 1,150 100 1,050 1,230 4-1 
Maintenance— 

are 1,200 200 1,000 990 3:3 x 

Eee 1,000 100 900 810 27x 
Losses, errors .. .. .. 5,800 —_— 5,800 5,580 18-6 x 
Fixed expense .. .. .. 10,000 10,000 — -— — 
Miscellaneous .. .. .. 2,550 2,000 550 570 1-9 





£41,100 £22,900 £18,200 £18,090  60:3% 





Net Saving or 


Savings Losses Loss 
Labour .. £250 Labour .. — 
Expense. — Expense . £110 

Total . £250 £110 £140 





Chain Stores—Their Effect on Small Traders 


A Digest or A Lecture By Mr. E. J. CoLtiver, A.F.1.A. 
To the Accountancy Students’ Society of South Australia 

Chain Stores received their opportunity for great expansion in 
the conditions prevailing as a result of the Great War, proclaim- 
ing themselves the saviours of the people from high prices. Credit, 
delivery, and other services were eliminated, patrons being expected 
to pay cash and pack their goods home in their own cars. 

The rapid growth of the Chains took the independent trade by 
surprise, and for some considerable period demoralised it. The 
Chains practised many new devices, including own brands, mass 
buying, and the “loss leader” heavily and consistently advertised, 
the standardisation of goods, completely new and improved layout 
of stores, and striking exteriors. 
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In due course, however, the Chain movement threw together 
the two trade interests most affected by it, viz., the Wholesaler 
and the Retailer, and they co-operatively sought to find a means 
of combating the system. This type of arrangement was not prac- 
tised in Australia, but great systems were built up in America by 
Wholesaler and Retailer combined. 

It must be understood that the term “Chain Stores” includes 
only those systems where there are multiple stores under a single 
ownership, that is, a company, firm or person. 

In Australia, in those States that have tackled the Chain Store 
problem, retailers have co-operated to work out their own salva- 
tion, either by the formation of a wholesale company of their own, 
or by organization of independent traders into groups. The object 
of these formations, in the first place, was to buy goods at bedrock 
prices, so that they could be sold at competitive prices with the 
Chains. This was achieved. The next step was natural, selling 
must be organised, and thus came into being the Voluntary Chain 
of Stores, each independently owned and conducted by the trader 
himself, the only measure of direction by a Committee being that 
a certain standard of premises should be maintained and stocks 
and advertising to a degree, standardised. 

The independent was thus shaken from a condition of inertia 
to one of activity; the inferiority complex previously so evident 
disappeared, and in its place there was the reality that not only 
could he compete in commodity prices, but, conducting his own 
business, he could more than compete in the quality of service to 
the community. The Chain Store, in its expansion, outgrew the 
supply of efficient managers for its branches, with an attendant 
decrease of its quality of sérvice. 

The association of independents for a solid front to what was 
regarded as a common enemy naturally broke down all petty 
jealousies and feelings of enmity that previously existed, and 
brought in, for the common good, the aggregate knowledge of all 
units, the best of which was applied with remarkable results. 

With perhaps a very few exceptions, multiple Chain Store 
growth has been effectively checked, and there are at the present 
time general indications that not only has the peak been reached, 
but the reverse slope is now being traversed. 

This is so, not only in Australia, but also in America, recent 
advices indicating that there is a tremendous swing away from 
the Chains to the independent where the personal element in busi- 
ness is so much more powerful. 

To sum up the matter, the effect of Chain Store Competition 
upon smaller traders, was firstly to demoralise them, secondly to 
throw them together to face the common enemy, thirdly to cause 
them to study the Chain system and emulate it where such was of 
advantage, and by reason of added service to the community, to 
gain a position of ascendancy over the system that did them the 
service of demonstrating their own inefficiency. 

From this it must not be understood that every link in a volun- 








262 THE AUSTRALIAN ACCOUNTANT OCT. 


tary chain is efficient or that his success depends upon the plan 
adopted by his particular organisation, for there are some traders, 
who, even if they purchased their goods at 20% below normal 
cost, will still be included in the unsuccessful class of traders. In 
business generally, as in trade organisations, it is the man not the 
plan that ensures successful business, but given the man the plan 
is of vital assistance to something more than a mere competency. 





Auditing Advertising Transactions 


By H. Bruce Scort, L.1.c.a. 


One particular aspect of safeguarding a client’s financial interests 
that may conceivably be overlooked by an auditor is the series of 
transactions carried out between the client and his advertising 
agent. 

The normal procedure usually follows closely upon these lines: 
a client arbitrarily fixes an advertising appropriation or appro- 
priates a certain percentage on sales. He then calls upon his adver- 
tising consultant to advise him how to spend this sum over a given 
period, say twelve months. After estimates and schedules have 
been submitted by the advertising consultant, amended, adjusted, 
and finally approved by the client, the consultant immediately 
becomes an agent for the principal and forthwith proceeds to sign 
contracts, as agent, with all the newspapers and other media appear- 
ing on the estimates. It can readily be seen thai, by a stroke of the 
pen, the principal becomes responsible for, in many cases, a large 
sum of money should the advertising agent default. All the auditor 
knows about the transaction consists of monthly accounts rendered 
by the agent after the appearance of advertisements, but the 
auditor, in the absence of any specific and careful investigation, 
has no guarantee that these sums have in fact been paid by the 
agent to the vendor. And the advertising agent is the agent of the 
advertiser in the true legal sense. 

When it is remembered that many millions of pounds are spent 
per annum in Australia on advertising, and, further, that the bulk 
of this passes through the hands of advertising agents (happily 
mostly honourable, efficient professional men), it can be seen that 
the collective duty resting upon auditors is no light one. 

It would be quite a simple matter for a dishonest agent to con- 
tract with a newspaper on behalf of the client, invoice the client 
for the value of the space, and neglect to pay the newspaper. 

The advertiser has a right to be nervous about the possibility 
of having to pay twice for the same space and material, once to 
the agent and again to the vendor in the case of the agent’s default. 
Nor will any really good advertising agent in sound financial con- 
dition take umbrage at the suggestion that the advertiser has not 
only a moral and legal right, but a real obligation to check up on 
transactions the agent may handle for him. 
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There is a real need for a client’s inspection of records relating 
to purchasers and payments. The strong and upright agent deserves 
periodically a clean bill of health at the client’s hands no less than 
a solicitor handling trust funds. The poorer, but honest agency 
deserves the occasional audit that may keep it out of temptation. 

The accountant of a manufacturing concern recently received 
a call from the representative of a bank regarding what is known 
in advertising parlance as a “voucher cheque” of his agency. It 
had been sent to a publication, and showed this concern’s name on 
the voucher identifying the space it covered. The agent’s bank 
balance was “N.S.F.” and rightly or not, the bank called upon the 
advertiser to meet it. Perhaps the agent was merely “banking on 
the mail,” but the example shows the necessity for keeping a 
reasonably close check on all advertising transactions conducted 
through an agent. 

Let the advertiser who wants to avoid auditing agency records 
and still be immune from double payment make a simple test. Let 
him write to each and every publication carrying his advertising, 
to every vendor of outdoor or other space he is using and to a 
dozen or two craftsmen—printers, etc. Let him ask them two 
yes-or-no questions. 

“When our advertising agent gives you an order, do you accept 
it absolutely on the credit of the agency alone? Will you assure 
us that you will never hold us responsible on any order placed by 
our agency provided we have paid the agency the amount involved ?” 

He will soon find out that what the average seller wants is to 
have the credit of both the agency and the advertiser behind the 
order. 

This being the case, the advertiser has a real interest in following 
through to see that his remittances pay /is bills and are not thrown 
into a general pot for creditors to divide in case of trouble. 

The cautious auditor would be weil advised to peruse the adver- 
tising estimates prepared by the advertising consultant in order to 
ascertain the full extent of the possible contingent liability and 
then talk the matter over with his client. 





Students’ Section 
Edited by O. R. MacDona_p, A.1.c.A. 


BANK RECONCILIATION STATEMENTS 


The periodical checking of the detailed record of transactions 
with a bank—in other words, the Cash Book—with the Bank Pass 
Book or Bank Sheets, is performed by every person who keeps 
such a record. The inability of many students to cope successfully 
in the examination room with questions that require a Bank Recon- 
ciliation Statement to be drawn up, demonstrates the necessity of 
emphasising the importance of a knowledge of the principles 
involved. It can safely be said that every student will be called 
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upon to prepare such a statement on many occasions in the course 
of his business career—it is not a type of problem that must be 
studied for examination purposes only. To one who clearly 
comprehends the principles, and is familiar with the correct pro- 
cedure, the reconciling of the balances of the Cash Book and the 
Bank Pass Pook, whether in the form of an examination problem 
or in actual practice, presents no difficulty. 


The Pass Book or Bank Statement 


Throughout this article the term “Pass Book” is used to denote 
the bank’s statement of account which is furnished to its customer. 
This is the term used in the majority of text-books. The Pass 
Book, however, has, to a considerable extent, been superseded by 
the issue by banks of periodical statements in the form of loose 
sheets. These have advantages over the Pass Book, some of which 
may be described as follows: 

1. The Sheets, or Statements, need not be returned to the bank, 
therefore, once received, they are at all times accessible to the 
bookkeeper. 

2. Sheets, showing all transactions to date, may usually be 
obtained at short notice from the bank, whereas some delay may 
be experienced in obtaining the Pass Book, particularly if the 
customer returns it to the bank after having held it for some time 
and a considerable number of transactions has to be entered to 
bring it up to date. 

3. A Pass Book is sometimes mislaid, and arguments between 
the customer and the bank’s ledgerkeeper as to who is at fault 
are not infrequent. If it cannot be traced a new one must be pre- 
pared. The existence of an incomplete Pass Book, no longer used 
for its legitimate purpose, is bad in principle. The new Pass Book 
may be withheld by unscrupulous persons, and the original book, 
containing fictitious entries, may be produced in its stead to mislead 
the principal or the auditor. Bank Sheets can be, and usually are, 
properly filed, and the possibility of even one sheet being mislaid 
is minimised. The auditor, whether Pass Book or Sheets are in 
use, should not fail to secure a certificate of the balance from the 
bank. 

4. Bank Sheets issued by the principal offices of the banks are 
usually made up on bookkeeping machines. They are therefore 
more legible than the average hand-written Pass Book, the writing- 
up of which is usually delegated to a junior. In addition, the balance 
after each entry is usually shown, and it is at times useful to have 
a record of the daily balance. 

5. Bank Sheets can less easily be falsified by an employee of 
the customer, owing to the distinctive character of the sheets, 
particularly where the sheets are prepared by machine-bookkeeping 
methods. In this connection, an additional safeguard is supplied 
when the sheet bears a bank stamp or the signature of a bank 
official—a practice that has not been adopted by banks as exten- 
sively as it might be. 
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Differences Between Balances as Shown by Cash Book and 
Pass Book 


In practice, it will be found that, unless transactions are rela- 
tively few, the balance disclosed by the Pass Book will seldom 
agree with that shown by the Cash Book at any specific time. The 
most common reasons for this may be summarised as follow: 


1. Cheques are entered in the Cash Book on the day they are 
are drawn; in the Pass Book on the date of presentation to the 
bank for payment. Therefore, an interval of time may elapse 
between the respective entries. 


2. Cheques, Cash, etc., received are usually entered in the Cash 
Book on the day of receipt, and extended into the Bank Column 
against the last item comprised in any bank deposit, although the 
lodgment may not be made with the bank until the next day, or 
even later. The bank credits the customer’s account on the day 
the deposit is made. 


3. Incorrect entries in, or omissions from, the Pass Book. 
These sometimes occur. Where the customer has two or more 
accounts with the same bank (such as “No. 2 Account,” “Trust 
Account,” etc.) the wrong account may be debited or credited, this 
being due, frequently, to the cheque or pay-in slip not being clearly 
marked. On discovery of an error, the bank’s attention should 
immediately be directed to it, but, pending an adjustment, a differ- 
ence between the Cash Book and the Pass Book exists. 

4. The bank will make some direct charges to the account. with- 
out notifying the customer. These may comprise haif-yearly 
charges for keeping the account, interest on overdraft, exchange 
on cheques, fees in connection with dishonoured bills and cheques, 
bills payable met on due dates, etc. If a bill or cheque is dis- 
honoured, the customer is promptly advised, and the bookkeeper 
should at once record it in the Cash Book. 

5. The bank may make direct credits to the account without 
notifying the customer. For example, instructions may have been 
given for interest on investments to be paid direct to the bank. 
Where a bill lodged with the bank for collection is met on its due 
date, it is not customary for the customer to be advised. There 
may also be lodgments direct by agents or others, but in such cases 
a copy of the pay-in slip is usually supplied by the person making 
the lodgment, and on ‘is receipt the transaction should immediately 
be entered in the Cash Book. 

6. There may be errors in the Cash Book, or cheques or receipts 
may not have been entered. These would be discovered in checking 
the Cash Book with the Pass Book, and the Cash Book should be 
corrected. 


The above fall naturally into two groups of three each: 


(a) Numbers 1, 2 and 3 reflect temporary differences which 
will disappear when the outstanding cheques are presented 
to the bank for payment, outstanding deposits are lodged 
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with the bank, or errors in the Pass Book are adjusted. 
These are the items which will appear in the Reconciliation 
Statement. 

(b) Numbers 4, 5 and 6 disclose real differences, which must 
immediately be adjusted by making the correcting entries 
in the Cash Book. They have no place in the Reconciliation 
Statement, and this applies equally to practice and to 
examination problems. The Reconciliation Statement 
records temporary differences only. 


Procedure: 

The procedure in practice is to check the Pass Book with the 
Cash Book, item by item. Items in the Pass Book which do not 
appear in the Cash Book are then entered in the latter—unless 
after proper enquiry it is found that any entries in the Pass Book 
are ineorrect. The items which appear in the Cash Book, but are 
not recorded in the Pass Book, supply the material for the Recon- 
ciliation Statement, subject, of course, to any such entries in the 
Cash Book being erroneous. 

In examination problems, the figures supplied are usually those 
which disclose the differences at the conclusion of the checking, 
item by item, of the Cash Book and the Pass Book. The procedure 
is then the same as in practice, viz. : 

(a) Make the correcting entries in the Cash Book. 

(b) Prepare the Reconciliation Statement, incorporating the 

remaining items which represent differences. 

Questions may be set which disclose balances as shown by both 
Cash Book and Pass Book; in others, one only of these balances 
is given, and the student is required to ascertain the other. Candi- 
dates sometimes complain that the latter type of question is unfair, 
as, in actual practice, the bookkeeper will usually have both Cash 
Book and Pass Book before him. In examination problems, how- 
ever, a question which supplies both balances loses much of its 
value. It enables some students, by a process of trial and error, to 
arrive at the correct result by guess work. This is not possible 
when only one balance is revealed. In answering such a question 
the student must show his knowledge of the principles involved, 
and this is what the examiner has in mind when setting the question. 
Example: 

The following is a simple example and its solution: 

The Cash Book, made up to September 30, 1936, and disclosing 
an overdraft of £115/7/8, is checked with the Bank Pass Book, 
made up to the same date. The following differences are discovered : 


(a) Entries in Cash Book not eo in Pass Book: 


Cheque, No. 371, drawn 29/9/36 .. .. .. .. £175 0 O 
Cheque, No. 372, drawn 30/9/36 .. . 5 0 0 
Cash received on 30/9/36, banked 1 / 10/36 . 200 0 O 


(b) Entries in Pass Book, not appearing in Cash Sesh: 
20/9/36, J. Brown, Dishonoured Cheque .. £17 5 0 
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22/9/36, Bill Receivable, A. Smith, collected, 

£100, less Bank Fee 2/6 .. .. ie ae 
30/9/36, Exchange on Cheques .. .. .. .... 1 
30/9/36, Cheque. Book .. .. ie tw wd 2 
30/9/36, Interest on Overdraft ee 3 


(c) Entries in Cash Book, differing from corresponding entries 
in Pass Book, and found on investigation to be incorrect : 
18/9/36, Bank lLodgment, representing Cash Sales 
£80/10/-, entered in Cash Book as £80. 
25/9/36, Cheque No. 365, for Wages, £113/9/6, entered 
in Cash Book as £119/3/6. 
You are required to make any adjustments that may be neces- 
sary, and prepare a Bank Reconciliation Statement. 


6 
0 
0 
6 


Solution : 
Step 1. Adjustments to Cash Book 


Cash Book 
1936 1936 
Sept. Sept. 
22 To Bill Receivable, 30 By Balance . . . £115 
A. Smith . . . £100 0 9 20 ,, J. Brown, Cha. 


18 ,, Cash Sales (£80 returned . . 17 
should be £80 22 ,, Bank Collection 
10/-) 010 0 Charge . : 

25 , Wages 30 ,, Exchange i i 
No. 365, £119 » Cheque Book . 2 
3/6 should be » Interest on 
£113/9/6) . . 514 0 Overdraft . . 3 17 


= ~» eee. «s BH S Pe 
—_—_——_ £139 17 8 


£139 17 8 Ra aS 
—_———— 1936 
Oct. 

1 By Balance . . . £3313 8 


Step 2. Preparation of Reconciliation Statement 
‘(Note : All items other than those shown as entries in Cash Book 
not appearing in Pass Book have been incorporated into Cash Book 
before this statement is prepared.) 
Bank Reconciliation Statement as at 30/9/36 
Overdraft as Bank Pass Book... .. .. .. .. .. .. £5313 8 
Add Unpresented cheques: 
fae ee 


| ee ee ee ees ae 5 
— 180 0 0 


£233 13 8 


Deduct amount in Cash Book as Deposit 30/9/36, 
lodged with Bank 1/10/36 .. .. .. .. . 200 0 O 


Overdraft as Cash Book .. .. .. £33 13 8 
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Note: In the working, the usual custom, in practice, of recon- 
ciling the Bank Pass Book Balance with the Cash Book Balance 
has been adopted. To set out the statement in this way the student 
would have to ascertain the Pass Book Balance by “working back” 
to it. It would not be incorrect, however, to open the Statement 
with the Cash Book Balance, which is known, and show the recon- 
ciliation with the Pass Book Balance, which has to be ascertained, 
thus: 

Overdraft as Cash Book . £3313 8 

Add amount in Cash Book as s deposit 30/9/36, 
lodged with Bank, 1/10/36 .. .. 


£233 13 
Deduct Outstanding Cheques .. .. .. .. .. 180 0 


Overdraft as Pass Book .. .. .. £53 13 


Students who have a copy of the March, 1935, number of the 
Commonwealth Journal of Accowntancy will profit by reading the 
article on “Bank Reconciliation Statements” in that issue. In it is 
considered not only the preparation of Reconciliation Statements, 
but also some useful information regarding the answering of audit- 
ing questions affecting them. 
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